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PREFACE 
India is still a pre-dominantly agricultural country as agriculture 
contributes significantly towards her national income employment & 
household activities. Although it has not taken a great leap forward, it has 
remained the many sector of Indian economy. It raised expectation during 
the first five year plan as it grew at a fast rate to give coverage to the whole 
economy. But during the second plan, policies which were heavily titled 
towards creating an industrial base, involved heavy investments and 
jeopardized the overall growth of the economy. 
Credit is considered as an important instrument for agricultural and 
rural development which is available to the villagers from two types of 
sources, i.e. institutional and non-institutional credit agencies. Inspite of 
rapid expansion of institutional credit agencies co-operatives and 
commercial banks in the country a large segment of rural population 
consisting of small and marginal farmers, were not availing facilities of 
institutional credit agencies and were dependent upon money lenders for 
borrowing both for production and consumption purposes, who exploited 
them by charging veiy high rate of interest and they became victim of 
various other mal-practices. 
Banking institutions are very helpful in creating such an atmosphere 
in the areas where the money lender exploited the villagers by charging high 
rates of interest. And therefore, it is conclusively said that development 
follows the bank. It was in conformity of this theory alone that bank 
branches were opened all over the country to save the rural people 
exploitation as well as to assess the rural credit requirement, regional Rural 
Banks came into existence in 1975 with a view to provide financial 
assistance to the neglected section of the rural economy. 
The Regional Rural Banks were set up in the areas where commercial 
and co-operative banking facilities have been lacking. Regional Rural Banks 
improving the flow of credit to the rural sector of the economy these banks 
provide finance to meet the short and medium term finance needs of the 
weaker sections, small and marginal farmers, land-less labourers, village 
artisans trade and businessmen in the rural areas. Especially the agricultural 
sector has assumed the increased importance in the country in recent years. 
As 75 % of the total population live in the rural areas and they contribute 
about 45% of the total national income by agriculture production, therefore, 
economic development and progress of the country really means 
reconstruction and resurgence of the rural economy of the country Regional 
Rural Banks (RRBs) plays very important rate in the construction and 
development of rural economy in particular and the whole country in 
I 'S 
general. Regional growth in the main purpose of all of the development 
programmes. 
Salient Features of Regional Rural Banks: 
The salient features of regional rural bank are as follows: 
i) The Regional Rural Bank combine the local feel and familiarity with rural 
problems which the cooperatives possess and the degreed of organization 
ability to mobilize deposits, access to central money market and modernized 
outlook which the commercial banks have. 
ii) Every rural bank will operate in a limited area or region comprising of 
one or more districts in a state. Each of its branches will serve a compact 
group of villages having a population of 5000 to 20,000. The area should be 
comparatively backward or a tribal area or where coverage by commercial 
banks and cooperatives is relatively poor. The area chosen should have a real 
potential for development and should be poised for a break through once the 
flow of credit is assured. 
iii) The regional rural will grant loans and advances mainly to small and 
marginal farmers, agricultural labourers artisans and small entrepreneurs iv 
engaged in productive activities in there area of operation. The repaying 
capacity of the borrower over a reasonable period of time would be the basis 
for sanctioning the loans. 
iv) These banks adopt the pattern of operations to suit their 
requirements. To start with a branch may be managed by a manager, an 
agriculture officer , a clerk-cum-cashier and a peon. 
v) The forms and procedures for the operations of rural banks will be very 
simple. All the business would be conducted in the regional languages. 
Forms would be filled up on behalf of the employees of the banks 
themselves so that brokers and intermediaries may not exploit them. 
vi) The rates of interest charge by the regional rural banks __will be 
comparable with those charge by the cooperatives. 
The thesis in hand is representing "Role of Regional Rural Bank in 
Agricultural Development with special reference to Aligarh District." 
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CHAPTER- I 
CHAPTER-1 
INTRODUCTION 
Agriculture has witnessed over all development in the world since the 
beginning of this century. It is the nucleus of all the economic activities. 
Ever since time immemorial it has been emphasized that agricultural 
progress contributes to the support of greater productivity thi'oughout the 
economy. The limitation of the growth of agricultural output set the upper 
limit to the growth of the non-agricultural sector and to the capital formation 
for economic expansion and the issue of the diminishing return in agriculture 
become very important. The agricultural sector plays a crucial role in the 
economic development of a country and it assumes an even more decisive 
role in a predominantly agricultural economy. In such an economy increased 
agricultural production and productivity makes a significant contribution to 
the overall economic development in a number of ways. 
An important factor necessitating a preference for agricultural 
development in developing countries has been that of low capital 
requirement for the purposes of investment since scarcity of capital is a 
major constraint to industrial expansion. Production is feasible making use 
of labour intensive and capital saving techniques and relying mainly on 
technological innovations which characterizes the second phase of 
agriculture development. 
Agricultural progress permits the diversion of required manpower 
from agricultural sector. In the initial stages, it is necessary as there is no 
other source of labour supply needed for industrial and other avenues of 
employment. The diversion of labour from agricultural to non-agricultural 
sector is important from the point of view of economic development as it 
eases the burden of surplus labour force over the limited area of cultivable 
land. A poor country with a high ratio of people to land is under a serious 
handicap. Not only does it lack the social structure and capital that can be 
substituted for land, but it can confidently expect with development a further 
expansion of population and a further decline in the ratio of land to 
population. Thus, the diversion of surplus man-power from agricultural 
sector is necessary for the progress of agricultural sector as well as for 
expanding the non-agricultural sector. 
Agriculture has a lot of potential for making a significant contribution 
to capital formation in the initial stages to prepare the ground for a rapid and 
self-sustained economic growth in later stages. In the initial stages the 
amount of capital required for the creation and expansion of secondary 
sector is generated by the primary sector in a developing economy as 
agriculture is the only industry of major portion. 
The task of providing capital for expanding manufacturing sector is no 
doubt a formidable one for the agricultural sector but its potentialities may 
be utilized to raise its own productivity and then to finance the creation as 
well as expansion of the capitalistic sector. According to Johston and 
Mellori in under developed countries transition from a level of saving and 
investment that spells stagnation to one permitting a tolerable rate of 
economic growth cannot be achieved unless agriculture makes a significant 
net contribution of capital formation in the expanding sector. 
The surplus of under-employed labour may become an important 
source of capital formation. If this surplus is withdrawn from the agricultural 
sector and utilized in industrial activity not only will the output be increased 
but additional savings can also be generated from the resultant additional 
output. 
Agricultural expansion can also make a significant contribution in 
stimulating industrial growth since rising cash incomes in the agricultural 
sector may be available for financing the creation or expansion of the 
industrial sector. In the later stages it is agricultural sector which will sustain 
the industrial sector with supplies of wage goods inputs, and demand for 
manufactured goods. 
It is now customary to summarize in four ways how greater 
agricultural productivity and output contribute to an economy's 
development. They are: 
1. By supplying food stuffs and raw materials to other expanding sectors 
in the economy. 
2. Providing an "investible surplus" of saving and taxes to support 
investment in another expanding sector. 
3. Selling for cash "a marketable Surplus" that will raise the demand of 
the rural population for products of other expanding sectors and 
4. Relaxing the foreign exchange through import substitution. 
Simon Kuznets (1965) Summarizes these contributions as the "market 
contribution and factor contribution. He says:2 
Thus, agriculture makes a market contribution to economic growth 
through: 
1. Purchasing some production items from other sectors at home or 
abroad. 
2. Selling some of its product^to' not only, pay for the purchases listed 
under(l) but also to purchase consumer goods from other sectors or 
from abroad or to dispose of the product in any way other than 
consumption within the sector. 
In all these ways, agriculture makes it possible for other sectors to 
emerge and grow and for international flows to develop, just as these other 
sectors and international flows make it feasible for the agriculture sector to 
operate more efficiently as a producing unit and use its product more 
effectively as consuming unit." 
The factor contribution occurs when there is a transfer or loan of 
resources from the given sector to others. Thus if agriculture itself grows it 
makes a product contribution. If it trades with others, it renders a market 
contribution, if it transfer resources to other sectors these resources being 
productive factors it makes a factor contribution. 
A marketable surplus from agricultural is needed not only to provide 
the wage good to industry, but also to widen the home market for the 
industrial products. The demand for industrial products depends on growth 
of farm cash income, unless the country can export its growing industrial 
output. Barring unlimited export possibilities, and with 70% to 90% of the 
home market in the rural sector the nature of the rural demand will affect the 
growth of non-form employment and output. Increased agricultural 
productivity, a growing marketable surplus, and rising real income are 
necessary to raise the rural sectors demand for industrial sector. 
Finally, agriculture can be a major source of foreign exchange, and 
agricultural exports dominate in a country's early phase of development. But 
also import in relaxing foreign exchange constraint is the possibility in 
several developing countries do save foreign exchange by replacing imports 
of food and stuffs with home production. Export promotion and import 
substitutions are activities not only for the industrial sector but also for 
agriculture. 
Importance of Agriculture in Indian Economy: 
India is still a pre-dominantly agricultural country as agriculture 
contributes significantly towards her national income employment & 
household activities. Although it has not taken a great leap forward, it has 
remained the many sector of Indian economy. It raised expectation during 
the first five year plan as it grew at a fast rate to give coverage to the whole 
economy. But during the second plan, policies which were heavily titled 
towards creating an industrial base, involved heavy investments and 
jeopardized the overall growth of the economy. 
The State of Agricultural Resources: 
The approach adopted by T.W. Schultzs facilitates the analysis of 
agricultural sector in a developing economy. 
India is rich in agricultural potentials. The country is arable land in 
vast with a large livestock boosting the rural economy and providing 
adequate food supplies to the urban population and raw material to 
industries. Moreover, India has implemented land reforms which have 
shattered the feudal system, water, has been extended to cover a substantial 
area and certified or high yielding varieties of seeds, chemical fertilizers, 
etc., has certainly given a fill up of rural development. 
India still lacks rural infrastructure as there are a large number of 
villages which have no electricity or suffer from erratic power supply or they 
are situated in remote inaccessible areas where roads are lacking modem 
means of transportation. 
Another obstacle which is to be removed to pave the way for 
development has been insignificant capital formation in the rural sector of 
India. The obvious reason for this among others, is the large number of 
marginal and sub-marginal farmers who are at subsistence level and thus are 
unable to invest in production augmenting inputs. 
Most of the agricultural workers in India are semi-skilled and there is 
a great shortage of skilled personnel. There has also been a lack of 
entrepreneurial talent for managing the farms. 
The contribution made by agriculture to the national economy of India 
may be discussed in terms of its share in the national income, employment 
industrial development and also its hare in international trade and its role in 
Economic Planning and Economic growth. 
"India's future is in her farms. Agriculture has the potential to 
accelerate economic growth and social development in India"4 
Agriculture forms the backbone of the Indian economy and despite 
concerted industrialization in the last five decades, agriculture occupies a 
place of agriculture provides employment to around 65 per cent of the total 
work force in the country. 
Table 1.1: Share of Agricultural Sector in Total Gross Domestic Product at 
Factor Cost. 
(A: 1980-81 prices) Rs. crores 
Year Agriculture Total 1 as % of 2 
(1) (2) 
1950-51 23,741 42,871 55,4 
1960-61 31,985 62,904 52.5 
1970-71 40,214 90,426 44.5 
1980-81 46,649 1,22,427 38.1 
1990-91 65,653 2,12,253 30.9 
1997-98 2,27,418 10,49,191 26.4 
Note: Agriculture includes agriculture, forestry and fishing. 
Source: Compiled form National Accounts Statistics (1999) and Indian 
Agriculture in Brief, Jan. 2000. 
Figures provided by the Central Statistical Organization (Refer table-
1) reveal that between 1950-51 to 1960-61, the share of agriculture in GDP 
has been in the range of 52 to 55 per cent, though it was declining, but as the 
process of industrialization and economic growth gathered momentum, the 
share of agriculture indicated a sharp decline and reached a level of 26 per 
cent in 1997-98. 
Two important facts must be emphasized here. 1) agriculture 
contributes even now a major share of the national income in India. 2) the 
share of agriculture in national income, however, has been decreasing 
continuously and the shares of the manufacturing and service sectors are 
increasing. In rapidly developing country, this is as it should be. 
Comparison can be made between the position of agriculture in India 
with that in the other countries as regards the share of agriculture in national 
income. In the United Kingdom, agriculture contributes only 2 per cent of 
the national income; in U.S.A. it is 3 per cent; in Canada it is 4 per cent; in 
Australia it is 5 per cent; and so on. The more developed a country, the 
smaller is the share of agriculture in national output. India, having not yet 
reached the stage of an advanced economy, has an agricultural sector which 
is still the dominant one in the country. 
Agriculture dominates the economy to such an extent that a very high 
proportion of working population in India is engaged in agriculture. 
Table 1.2: Employment of Main Workers in agriculture 
Million 
1981 1991 
Cultivators 91.5(41.5) 107.1(38.4) 
Agricultural Labourers 55.4(25.1) 73.8 (26.4) 
Livestock, forestry, fishing, 
Plantations etc. 5.0(2.2) 5.3(1.9) 
Total for Agriculture 151.9(68.8) 186.2 (67.8) 
Total Main Workers 220.7(100.0) 278.9 (100.0) 
Source: Statistical Outline of India (1997-98), Tata Services Ltd. 
Data provided by the Census of India reveals that whereas in 1981, 
about 69 per cent of the total main workers were engaged in agriculture and 
10 
allied activities; during 1991, the share of agriculture in total employment 
slightly declined to 68 per cent. In absolute terms, agriculture provided 
employment to 256 million persons in 1997, thus bringing percentage of 
economically active population in agriculture to 61 per cent. It is really 
disturbing that the proportion of agricultural labourers has increased and that 
of cultivators has indicated a decline. 
But in the United Kingdom and United States, only 2 to 3 per cent of 
the working population is engaged in agriculture; in France, the proportion 
is about 7 per cent; and in Australia, this is about 6 per cent. It is only in 
backward and less developed countries that the working population engaged 
in agriculture is quite high. For instance, it is 35 per cent in Egypt, 59 per 
cent in Bangladesh, 50 per cent in Indonesia and 68.5 per cent in China in 
1997, according to the FAO Production Yearbook (1997). 
Indian agriculture has been the source of supply of raw materials to 
our leading industries. Cotton and jute textile industries, sugar, vanaspati and 
plantations—all these depend on agriculture directly. There are many other 
industries which depend on agriculture in an indirect manner. Many of our 
small-scale and cottage industries like handloom weaving, oil crushing, rice 
husking, etc., depend upon agriculture for their raw materials—^together they 
account for 50 per cent of income generated in the manufacturing sector in 
India. 
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But then, in recent years, the significance of agriculture to industries 
is going down as many more industries have come up which are not 
dependent on agriculture. Under the Five-Year Plans, iron and steel industry, 
chemicals, machine tools and other engineering industries, aircraft, etc., 
have been started. However, in recent years, the importance of food 
processing industries is being increasingly recognized both for generation of 
income and for generation of employment. 
Importance of Indian agriculture also arises from the role it plays in 
India's trade. Agricultural products—tea, sugar, oilseeds, tobacco, spices, 
etc.,-constitute the main items of exports of India. Broadly speaking, the 
proportion of agricultural goods which are exported may amount to 50 per 
cent of our exports, and manufactures with agricultural content (such goods 
as manufactured jute, cloth and sugar) contribute another 20 per cent or so; 
and the total comes to 70 per cent of India's exports. This has great 
significance for economic development. For, increased exports help the 
country to pay for the increased imports of machinery and raw materials. 
Importance of agriculture in the national economy is indicated by 
many facts. For example, agriculture is the main support for India's transport 
system, since railways and roadways secure bulk of their business from the 
movement of agricultural goods. Internal trade is mostly in agricultural 
products. Further, good crops implying large purchasing power with the 
12 
farmers lead to greater demand for manufactures and, therefore, better 
prices. In other words, prosperity of the farmers is also the prosperity of 
industries. Likewise, bad crops lead to a depression in business. Generally, it 
is the failure in the agricultural front that has led to failure of economic 
planning in particular periods. Agricultural growth has direct impact on 
poverty eradication. Agricultural growth is also an important factor in 
containing inflation, raising agricultural wages and for employment 
generation. 
It is clear, therefore, that agriculture is the backbone of the Indian 
economy and prosperity of agriculture can also largely stand for the 
prosperity of the Indian economy. At the same time, it is true that per capita 
productivity in agriculture is less than in industry. Naturally, most scholars 
of developing economies observe that this dominance of agriculture in 
India's economy is responsible for the low per capita income in the country. 
In their opinion, so long as the Indian economy is dominated by agricultural 
activity, per capita income will not rise to an extent which is necessary and 
desirable. 
The significance of agriculture in India arises also from the fact that 
the development in agriculture is an essential condition for the development 
of the national economy. Ragnar Nurkse argues that the suiplus population 
in agriculture should be shifted to the newly started industries. Nurkse's 
13 
thesis is that agricultural productivity will be increased on the one hand and 
on the other new industrial units would be set up with the use of surplus 
labour. 
In other words, general economic development will require rapid 
agricultural development either to precede or to go hand in hand with it. 
Indian planners learnt a bitter lesson during the Second and Third Five-Year 
Plan periods when failure of the agricultural sector spelt disaster to the entire 
planning process. It may be concluded on the basis of the forgoing 
discussion, that agricultural development should be given greater emphasis 
in India; 
(a) The capital output ratio is not very high in agriculture. Hence, a 
small input of capital will bring in a large output of agricultural goods. To 
achieve a rapid increase in incomes, a greater proportion of investment 
should be made in agriculture. 
(b) The rate of saving and investment can be high for the country only 
if the rate of saving and investment is high in agriculture too. 
(c) Foreign exchange requirements are not so necessary for 
agricultural development as is the case with industrial development. 
(d) Till the Seventh Five Year Plan, the focus regarding the issue of 
backwardness and regional balance in India has traditionally been on 
industrialization. The Indian Planning Commission is now of the opinion 
14 
that reduction in regional disparities may be better achieved through greater 
focus on agriculture and rural activities. Thus, there is a strong case for the 
"emphasis on agricultural development in India." 
It may be concluded on the basis of the foregoing discussion, that 
agricultural development should be given greater emphasis in India. There 
are main reasons for this. Firstly, Capital Output ratio is low in agriculture 
and thus a small input of Capital will bring in a large output of agricultural 
products. This calls forth a greater proportion of investment in agriculture 
particularly in the initial stages of development. Secondly, savings in 
developing countries are generated initially in the agricultural sector. 
Moreover, the rate of saving and investment cannot be accelerated in the 
country until the primary sector makes a significant contribution. Lastly 
agricultural development does not require much foreign exchange while it is 
needed for industrial expansion. Thus, there is a strong case for the 
'emphasis on agricultural development in India.' 
To achieve the above objectives it is essential to modernize Indian 
agriculture as a speedily as possible for increasing the agricultural 
productivity which will contribute substantially to an over all economic 
development of the country. Provision of organized adequate, timely and 
cheap finance is the basic need for agricultural development, small and 
marginal farmers cannot expect their needs to come from their savings 
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because their income from farm operations is basely sufficient to provide 
minimum necessities of life. It is a sell known fact that 37 per cent of 
population in India at the end of the Sixth Plan was still living below the 
poverty line. Finance is essential for any economic activity, but the Indian 
farmer is not able to make maximum use of his time labour and productive 
capacity of land without adequate financial facilities. Therefore, financial 
facilities to farmers through institutional agencies are essential for 
agricultural development of the country. 
ROLE OF FINANCE IN AGRICULTURAL DEVELOPMENT: 
Finance is the life line of an economy. Lack of purchasing power is 
the main cause of poverty. Poverty and rural indebtedness in India are linked 
and coiTelated with each other. Low agricultural productivity, low income 
and high propensity to consume compel the farmers to borrow from 
traditional sources at very high rates of interest which ultimately results in 
their poverty and indebtedness. Low income, lack of saving, deficit in family 
budget need of money for productive purpose. It is an old saying in India 
that Indian farmer is bom in debt, lives in debt and dies in debt. This saying 
indicates the poverty of Indian people from the ancient times. 
Provision of adequate and timely institutional credit facilities at low 
rates of interest is only way to save the poor marginal farmers from 
indebtedness and poverty. The need of credit in a developing economy must 
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be fulfilled through institutional sources in order to save the people from the 
clutches of private money lenders who suck the blood of the poor farmers. 
Credit plays a pivotal role in agricultural progress. It is indispensable 
to a farmer as well as to an industrialist. Any economic activity either in a 
developing or a developed country usually needs credit. 
Mellor defines credit as "a devise for facilitating the temporary 
transfer of purchasing power from one individual or organization to 
another". Credit is a boom if it is asked and used for productive .purposes 
but becomes a curse if it is misused. 
Capital is essential for increasing the ratio of inputs to increase 
productivity. The supply of capital is governed by the ability and willingness 
to save. Ragnar Nurkse says that "on the supply side there is the small 
capacity to save resulting from low level of real income. The low level is a 
reflection of low productivity which is the result of small amount of capital 
used in production. 
In recent years, Indian agriculture has undoubtedly witnessed a major 
technological break through and progressive commercialization which has 
mainly ushered in what has come to be known as the green revolution with 
these technological improvements the importance of capital in agricultural 
production in India has been rising greatly. 
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Based on the new strategy of agricultural development is the adoption 
of capital reliant techniques. Demand curves for purchased impulse, (for 
example) fertilizers, pesticides, agricultural machinery and equipment etc., 
have shifted upwards leading to increased outlay by farmers on various 
impulse. The marginal value of the productivity of capital in agriculture 
having increase, farmer have come to depend more and more on non-owned 
capital or external finances. This has given a new dimension to the problem 
of agricultural credit. 
Now we can say that like any other industry, agriculture requires 
proper balance of land, labour, capital, entrepreneurial skill and risk to 
develop the rural sector which forms the main part of India's economy, it is 
imperative to supplement land and labour already existing in villages in 
plenty with the capital requirements entrepreneurship and risk. Lack of 
adequate capital has been acknowledged as one of serious inhibiting factors 
in the modernization of traditional agriculture and as the key element behind 
the vicious circle of poverty. It follows, the greater stress is on agricultural 
credit in our development programmes. 
Financial requirements in the field of agriculture in India have never 
been as high as they are today due to the vast technological changes brought 
about through green and white revolution. The Indian farmers, but for their 
physical labour have comparatively a very low investment potential. 
Therefore resources available with the farmers have been supplemented by 
credit facilities extended to them through various agencies. 
Besides this our government has been extending credit facilities 
through financial institutions to encourage the current implementation of 
national plans in their right perspective people keen to see the national 
economy work in the interest of the rural masses shall inevitably consider 
the role and performance of these institutions in serving them. The main 
considerations being "that the credit does not become a dead weight on the 
farmers because of its effective use and defective nature of the institutions 
serving them. Instead, it should become dynamic and set in motion as a 
process of development in agriculture, both qualitative and quantitative, 
resulting in improvement in outputs, net income, savings and investment.5 
According to the 1990-91 census the total workers in the district were 
683378 out of that 523958 were in rural areas who work as cultivators or as 
agricultural labourers, while in urban areas only 150420 workers were 
employed in other non-agricultural fields. The total number of banks 
branches in Aligarh district are about 213. There are more than 550 
cooperative societies in district which are helping the poor farmers. There 
are also some agriculturally allied activities like Dairy, poultry farms, 
fisheries etc. Farmers are generally taking more interest in dairy products 
and other side business relating to agriculture. Keeping all the facts and 
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variables in mind I have to test and examine the role of regional rural banks 
in agricultural development (with special reference to Aligarh District). The 
main purpose of the study in to analysis the role of regional rural bank in 
agricultural development. 
Various aspects of Rural Finance in India: 
The problem of rural finance in India is not one of rural finance alone, 
but it is a part of a large component in the context of the standard of living 
itself It involves the reorganization of the socio-economic structure of the 
Indian villages themselves. The basic weaknesses of the rural economy are 
internal (to the rural structure) and external too. The former refers to those 
conditions which affect the optimum production in rural area and the latter is 
related to maladjustment between the rural structure and the forces of urban 
economy. It is to be noted that by and large, neither the banking system nor 
the trading organization operates in a way which is in the interest of the rural 
economy, the reason being that "Rural economy is not so organized as to be 
of a good business proposition for financial institutions". It has been rightly 
emphasized that the problem of rural credit becomes inseparable from that of 
the reorganization of the socio-economic structure of the country. 
Another aspect of rural finance in India is related to the coverage of 
small un-credit worthy farmers. Agricultural production in India depends 
upon millions of small farmers. For wants of funds, may of them are unable 
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to use improved farming practices and live from hand to mouth. These small 
farmers have to depend upon money lenders, traders etc. for their financial 
requirements, who charge exorbitant rates of interest and impose several 
restrictions over them. Moreover, such small farmers do not have adequate 
security to offer. The financing of farm operations of small farmers is of 
greater urgency in the context to the situation prevailing in the rural areas of 
the country. For the small farmers, it will be necessary to make special 
arrangement both for institutional credit and state assistance. 
The other aspect of rural finance in India is the predominance of 
private agencies. There is an urgent need for the substitution of private 
agencies by institutional agencies as we have been able to do in the sphere of 
industrial finance in the states. Institutional credit may be private or 
otherwise but the confinuance of professional money lenders as the major 
source of finance to cultivators cannot solve the problems of rural finance. 
Where larger production is the aim, the money lender's credit is obviously 
unsuitable. The alternative is institutional credit, private or otherwise but this 
tends more than ever to confine itself to the bigger cultivators if it is not 
channeled through some form of cooperative associafion of the borrowers. 
Money lenders in India, are exploiting fanners from ancient period. In 
the system of rural finance provided so far, the All India Rural Credit Survey 
1951 rightly concluded, "Today the agricultural credit that is supplied falls 
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short of the right quantity is not the right type do not serve the right purpose 
and by the criterion of need (not overlooking the criterion of credit 
worthiness), often fails to go to the right people". 
The fifth aspect of rural finance relates to the security on the basis of 
which is available is in the form of land alone. The private money lender 
provide finance even without security, but if institutional financing agencies 
have to flourish, the importance of land as a form of security for finance has 
to decline. Efforts should be made to recognize the anticipated crops as an 
important from of security; but the technique of crop estimation has to be 
improved. 
The Sixth aspect which must be emphasized in that the Indian 
agriculture is still a gamble in monsoon. Crop failure either due to floods or 
famine is not un-common which paralyses the entire rural economy of the 
country. The standard of farm operation is very low and the average 
holdings of small farmers who constitute about 30% of the total number of 
cultivators, is about three acres only. There is no agricultural price 
stabilization, there is lack of storage facilities and the system of marketing of 
the agricultural produce is very un-satisfactory. In view of these conditions 
prevailing in the country, the problem of agricultural finance is very serious 
and needs greater urgency. It has to be tackled from all the sides. 
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It is increasingly becoming evident that the entire success of our 
planning to usher into a self-sustaining economy depends on the country's 
ability to feed the ever increasing population and to meet the growing 
requirements of domestic industries and the export market. The most 
important lesson which decades of planning offers to us is that the prosperity 
of the country entirely hangs on the prosperity of the agricultural sector. An 
efficient and developing agriculture would be a major source in accelerating 
the pace of economic development. If agriculture stagnates, it will act not 
only as brake on industrial expansion but also halting real economic growth. 
An American economist has also expressed the view that irrespective 
of whatever success India might achieve on the industrial front and in 
solving the balance of payment problems, its economic progress would 
depend largely on the development of agriculture. 
Agriculture is an important industry like any other industries, it also 
required capital due to the peculiarities of agriculture, specially its 
uncertainties, its small unit production scattered operation, low returns, high 
rates of rent and limited scope of employment, a large section of cultivators 
can not manage from one harvest to another without recourse of borrowings. 
For stimulating the tempo of agricultural production it is imperative 
that the fanners must be provided with essential pre-requisites like 
fertilizers, improved seeds, irrigation facilities, modem implements 
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marketing facilities etc. It is obvious that without adequate and timely credit, 
they would not be able to make use of these essential inputs. The use of 
greater and better quality of inputs would mean greater demand for rural 
credit. Mr. John D. Black, Professor of Economics, Harvard University has 
very rightly stated—"If we are all concerned about increasing total 
agriculture output in the shorter time, we must provide credit first and 
foremost. They will enable to put more labour, equipment, more seeds and 
fertilizers". 
Needs of Credit: 
Inspite of the fact that agriculture is the backbone of the Indian 
economy it had been completely ignored by the commercial banks. There 
was no provision of providing credit to farmers for agricultural operations 
and land improvements. They had been providing credit to traders and big 
business houses but not to the vital priority sector of the economy viz. 
Agriculture and small scale industry. Poor farmers were always exploited by 
private money lenders due to the domination of non-institutional sources 
since ancient period. 
After independence, it was realized that the Indian commercial 
banking system had not fulfilled its main role of attaining the balanced 
regional development in the country. It was completely controlled and 
organized by the few hands who used public funds for their personal 
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interests. Priority sector was completely ignored. Agricultural development 
was never seriously considered, while providing credit facilities the 
economically weaker sections of the society had always been exploited by 
the economically stronger class. Thus, lending process was not economically 
justified. As a result the banking system in India emerged as urban-based, 
privately owned, profit oriented and top sided. Therefore to achieve the goal 
of balanced regional development by providing banking facilities to the 
weaker sections of the society through vigorous branch expansion 
programme, public control over banks was considered to be essential. Hence 
to dynamic the country, the Imperial Bank of India was abolished and State 
Bank of India was established in 1955. The need for Government to take 
over the 14 major commercial banks was the need for their nationalization 
and at last, on July 19, 1969, 14 major commercial banks of the country with 
Rs. 50 crs or more were nationalized by the government with the objective 
that it would accelerate the growth of the economy. It also emphasized on 
expanding the bank credit to the priority sectors. Lead Bank Scheme was 
also started to promote this sector. In 1976 Regional Rural Banks were 
established for agricultural development and in 1980 six other commercial 
banks were nationalized NABARD was also established in 1982 to promote 
agricultural development. It is clear that the primary objective of bank 
nationalization was to abolish the domination of private money lenders and 
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to provide banking facilities to the backward and deprived sections of the 
society so that existing rural poverty could be minimized and finance could 
no more be the bottleneck in their agricultural development. Basically the 
objective of bank nationalization was to convert the banking of classes into 
the banking of masses. 
Since 1951 development planning required a new and sophisticated 
method of capital formation in order to accelerate the tempo of economic 
growth. It is the institutional structure which takes the bold measures of self 
sustaining economic growth by mobilizing savings and investing them into 
the productive pursuits for the rapid development (when the private agencies 
fail) to be sponsored by the government to attain the maximum agricultural 
growth within the shortest possible time. 
Therefore, the following is a theoretical attempt to justify the very 
rationale of financial institutions (specially Regional Rural Banks) 
encourage savings for investment and maintain their easy flow from banks to 
farmers for raising the production and income. 
Meaning of Research: 
Research is a process and a means to acquire knowledge about any 
natural or human phenomena. 
Research plays two roles: 
(a) In contributes to the general fund of knowledge, and 
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(b) It helps to solve many complex problems of the society. 
Redman and Mory define Research as a "systematic effort to gain new 
knowledge".6 The search for knowledge through objective and systematic 
method of funding solution to a problem is research. 
The Webster's International Dictionary defined research as "a 
careful critical inquiry or examination in seeking facts for private diligent 
investigation in order to ascertain something". 
OBJECTIVES OF RESEARCH: 
The purpose of research is to discover answers to questions through 
the application of scientific procedures. The main aim of research is to find 
out the truth which is hidden and which has not been discovered as yet. 
Though each research study has its own specific purpose, we may think of 
research objectives as falling into a number of following broad groupings. 
a) To gain familiarity with a phenomenon or to achieve new insights into it. 
b) To portray accurately the characteristics of a particular individual, 
situation or a group. 
c) To determine the frequency with which something occurs or with which 
it is associated with something else. 
d) To test a hypothesis of a causal relationship between variables. 
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REVIEW OF LITERATURE 
Agriculture plays an important role in the economic development of 
India. It is the most vital occupation of the population of India and dates 
back to the time of Indus Valley civilization. 
Nearly 70% of the Indian population lives in 5.75 lakh big and small 
villages scattered all over the country. Agriculture provides food, raw 
material and employment to a very large section of the rural population. 
There is hardly any economic activity which is not affected by change in 
agriculture development. Agriculture being the backbone of the economy of 
the country, particularly in the rural areas, plays a key role in every plan and 
strategy for rural development. Also, it has been realized by now that 
without proper improvement in this sector nothing substantial can be done 
towards distribution of social justice. In Aligarh district, where agriculture is 
the base of economy, the economic condition would completely stagnate and 
will not be able to fulfill the demand of its population, if agricultural 
development fails or falls. 
The major aim of the development of agriculture is to improve the 
quality of life and living conditions of the people who depend on agriculture 
areas. 
Agricultural development begins about social and cultural 
development due to increase in per capita income. There is an overall 
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improvement in the quality of life which gets expression in the level of 
education, health, care, better housing and so on. More over, an increase in 
food grain production results in an increase in income. The cultivator are 
able to make use of technology and go for the improved method of farming. 
Over the years, there had been earned out a number of researches on 
the agricultural credit. The aspect covered in these studies include credit 
requirement supply of credit, utilization and repayment of loans. The present 
review takes note of the works on the role of Regional Rural Bank in 
agricultural development done independently but which have relevance to 
the proposed work. 
The first important work on problems and prospects of agricultural 
development in India, is the report of the Royal Commission on agriculture 
which provides an exhaustive report on many problems which were 
responsible for the agriculture backwardness in India, suggestions for the 
improvement of agricultural situation have also been given.7 
Schultz (1953) suggested that an increase in agriculture produce is mainly 
possible by making use of technology. (For e.g.), wherever such a 
development has taken place the cultivation have not only made use of 
machines but also quality seeds and assured supply of water for irrigation.g 
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Kuznets Simon (1963),9 analyzed three types of contributions from 
agriculture to economic growth. These are product contribution, market 
contribution and factor contributions. 
The factor contribution occurs when there is a transfer or loan of 
resources from the given sector to others. Thus if agriculture itself grows it 
makes a product contribution. If it trades with others, it renders a market 
contribution, if it transfer resources to other sectors these resources being 
productive factors it makes a factor contribution. 
Nicholas (1964), studied economic development through agriculture and 
pointed out that the basic measure to remove poverty from the countryside is 
to increase agricultural production and purchasing capacity of the 
cultivators. In a study made in 1964, Rostow has discussed the role of 
agriculture in economy development. He points out that a rise in agricultural 
income stimulates other aspects of development. It provides the capital 
accumulation needed for further growth and the savings required for 
investment. 10 
Mellor (1966), suggested that the pace of economic transformation has 
important implications to both the role and the strategy of agricultural 
development.il 
Subramaniam (1977), in his study of strategy for rural development 
conducted comprehensive survey of natural resource, their exploitation 
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based on technology appropriate to the local environment. The study shows 
village plans and considers activities in which the people of the village can 
themselves cooperate, for getting supplied, credit and technical help which 
they need from outside. 13 
Prof Dantwala Committee Report on Regional Rural Bank has pointed out 
the superiority of these banks in the rural areas and has played fears about its 
competitive role with Commercial banks branches or primary agricultural 
cooperative societies. 
The All India Rural Debt and Investment Survey, in the early sixties, 
revealed that institutional agencies were financing only 18.7% of the total 
credit while non-institutional agencies 81.3%. 
Bhargava V.K. & Shah S.C. in the late Sixties, concluded that need of small 
farmers consisted of credit for fertilizers, hired labour and large farmers 
required credit for labour expenses, fertilizers, tube-wells tractors, 
implements and building. 
Srivastava S.C. (1970) reported that more than 50% of the national income 
is contributed by agricultural sector, but by the end of March 1967 only 2% 
bank credit was advanced to agriculture, whereas industry which contributed 
less than 20% of the National income appropriated nearly 66% of it. 
Singh H. & Kahlon A.S.(1971) observed that of total production loan 65.58 
per cent was utilized for purchase of fertilizers, 17.94% for causal labour, 
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13.28% for H.Y.V. seeds 3.20% for insecticides. They also found that short 
term credit requirements increased with the increase in the size of holdings 
and higher lend of technology. 
Singh R.A. (1972) reported that farmers boiTowed for fertilizers and also for 
hiring labour, but not for seeds, implements and irrigation. Credit has a 
positive influence on farm return of the sampled farmers. 
Das P.K. & Srivastava D.N. (1974) in their study credit needs of small 
farmers concluded that requirement of crop loan would be very large for the 
level of technology is capital intensive in nature. 
Singh C.N. (1977) observed that small farmers were neglected by the 
commercial banks in the provision of finance only small proportion i.e. 8%) 
of (2-4 ha) group farmers could get loan from them. Large farmers were the 
actual beneficiaries of banks because they offered better security for getting 
loan. 
Sharma J.S. & Prasad B. (1978) in their study on "An Assessment of Credit 
needs in changing agriculture" have concluded that the credit needs of 
farmers vary according to farm size. They would be the highest on medium 
size farmers followed by small farmers and lowest for the large farmers. The 
credit absorption capacity as indicated by per acre needs was greater on non-
irrigated farms than on non-irrigated farms in all size groups. 
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Singh Roshan, Singh R.K., & Babster (1978) studies the flow of institutional 
credit in agriculture and observed availability of credit in relation to the 
requirement of investment credit was 85% while the gap in the production 
credit was the 59%. u 
Chahel T.S. & Chawala J.S. (1978) observed that the amount of loans varied 
positively with the level of technology cooperatives provided maximum 
loans to the mechanized farms and partially mechanized farms, while 
commercial banks advanced maximum loans to mechanized farms. 
Srinivasan M.R. analyzed the problem of knowledge about and of ability to 
contract an existing source of credit on the part of the farmers leading to the 
difficulties for institutional source of credit to reach them. 
Tandon & Dhondiyal found that wise use of every short term capital gave 
high yield and quick returns out of proportions to the cost of credit. They 
reported that the progressive farmers spend 95% of their short term credit on 
the purchasing of improved seeds. 
Shah A.C. remarked that the borrowing of small farmers were small but 
what was more important was the fact that the major portion of the 
borrowings was utilized in meeting the family expenses. 
Chhotelal, Chaplot & Vashist have studied the credit policy and pattern of 
the institutional credit to agricultural. Vashist recommended that there must 
be scale of finance which must be decided by the agricultural experts and 
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crop loan should also rid itself be beneficial and political influences. While 
Sen has suggested that every farmer should be given a passbook by the block 
authorities which should contain details of his land holdings, irrigation 
cropping pattern, assets and liabilities credit requirements etc. 15 
Muzumdar P.C. studied the role of farms loans advanced by commercial 
banks and obsei-ved that if crop insurance scheme was not introduced banks 
can never achieve break through. Cash credit loans be given to the farmers 
for three years and the repayment schedules to tackle the problems of crop 
failure due to natural calamities. Once the farmers are protected recovery of 
loans will improve and farmers will not be thrown out of productive 
activities. 
Mishra J.P. observed that short term credit had created a favourable impact 
on the output of major crops. The marginal value productivity for short term 
credit was Rs. 2.57 crore for Paddy, Rs. 2.89 crore for wheat and Rs. 3.42 
crore for sugar cane. He advocated that the main criterion for the sound 
credit policy should be higher production in agriculture. 
According to Chawdhari, the farmers, in order to produce more, need to 
spend more on improved inputs which must be financed either out of savings 
or borrowing. 16 
Jain concludes that agriculture is now paying well on account of the 
availability of a wide array of high-yielding varieties of seeds and hybrid 
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seeds. If institutional finances are made available to the farmers, he can 
purchase all these costly inputs and agricultural productivity can be 
increased. 17 
Agricultural credit, according to Thirumalai is the pivotal problem in the 
scheme of agricultural development in India. Credit is the motive power for 
setting on its wheels the productive machinery in agriculture conceived and 
planned on a scientific basis, ig 
R.V. Dandibhavi has conducted a micro-level study of the problems of 
agricultural development of backward regions and calls for urgency in re-
channelising the institutional finance flows to micro generating activities in 
the low per capita income regions. 19 
The strategy of agricultural development in the opinion of Goud Calls for 
extending proper financial assistance to the farmers as to remove them from 
Clutches of money lenders and for rapid agricultural development. He is 
o222 of the view that there should be a separate agency to finance the 
farmers at village level.20 
In India, the first comprehensive analysis of the whole problem of 
agricultural credit was made by the Committee of Direction of the All India 
Rural Credit Survey appointed by the Reserve Bank of India in August, 
1951, its report, suggesting three important ingredients; 
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a) the Gouts concern must assure major responsibility for provision of 
funds, 
b) the realization of the intimate relationship between agricultural credit 
and marketing of agricultural produce, and 
c) the agricultural credit based on the productive capacity of the 
borrower is feasible and ought to replace credit based on the security 
of immovable property.21 
d) According to A.N. Sharma all agricultural productive activities 
require for their sustenance some degree of credit. A farmer who can 
raise only one crop a year, has to maintain himself and his family 
throughout the year, therefore, needing loan. The agricultural credit is 
largely responsible for the agricultural development.22 
e) Agricultural development throughout the world is strongly motivated 
by the incentive of the farmers, which may take the form of pride of 
ownership, security of occupancy and expectation of a just division of 
farm income between land lords and tenants. These factors every 
where have the impact in improving the condition of land.23 
In concluding the review of literature, it may be observed that with the 
shift from existing technology to the modern technology for higher returns in 
agriculture, there has been an increased demand for credit to meet the higher 
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expenses for investment of modem farm inputs. This in turn has widened 
credit gap in the recent years. 
The financial institutions were simply unable to meet the 
overwhelming demand of the farmers. In spite of the fact that the 
government has been giving special attention to this sector of the national 
economy. There has been also a change in the attitude of the agriculturist. 
They were now more inclined towards productive loans, rather than 
consumption or debt redemption loans. The medium sized and large sized 
formers could procure more credit from financial institutions due to their 
ability to provide more security against loans. Thus, the small farmers willy-
nilly get neglected by the banks. 
The economists further reported that the credit needs of the farmers 
varied according to farm sizes and credit absorpfion capacity was greater on 
irrigated farms. Rational use of farm credit generated more savings and the 
repaying capacity of the farmers increased substantially. They also found 
that average farmers needed credit mainly for fertilizers irrigation purposes 
and pet animals where as large farmers needed credit mainly for the 
purchase of tractors and irrigation equipments. 
In pointing out the weakness of financial institutions, the economists 
were unanimous about the mis-utilization of credit by borrowers by 
diverting loans to unproductive or consumption purposes. They were also 
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critical of the over dues in repayment of loans. It was due to lack of 
supervision on the part of the bank officials of willful negligence on the part 
of the borrowers having political links or social standing. 
Frame work of the Study: 
Before the nationalization, banks were privately owned, urban biased 
and purely profit oriented. Such set of banking industry was actually 
responsible for the concentration of wealth and economic prosperity in the 
hands of a few. During the prenationalisation period key sector of the 
economy including agriculture remained thoroughly neglected, in terms of 
availability of institutional credit. Lending to major priority sector emerged 
after the nationalization of banks. 
Objective of the Study: 
The one and only objective of bank nationalization was stated to 
include the utilization of resources for economic growth the development of 
agricultural and industry in neglected regions as well as making institutional 
finance available to major sector which were neglected. 
The present study entitled "Role of Regional Rural Banks in 
Agricultural Development with reference to Aligarh District is generally 
based on secondary data which has been collected from various resources, 
primarily data by meeting of the farmers in Aligarh District and we 
interview various farmers who gave us reliable primary data for this research 
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work. We have examined and analyzed this research work mainly on the 
basis of secondary data and partly on the primary data. 
Main objectives of this study are given below: 
1. To find out the role played by the agriculture in the economy. 
2. To find out the role played by the regional rural bank in the 
agricultural development (with special reference to Aligarh Districts.) 
3. We have also to critically examine the role of the Regional Rural 
Bank in this regard. 
4. Finally to find out changes in the policy of financing by the Regional 
Rural Bank for agricultural development and give suitable suggestions 
in this regards. 
The objectivity of the findings to the methods of collection of data and 
securing the response. Any research design should permit use of measuring 
instruments that are fairly objective in which every observer or judge seeing 
a performance arrives at precisely. This ensures the objectivity of collected 
data that will be used for the analysis, inference and generalizations. 
Scope of Study: 
The study covers the working of the Regional Rural Banks as the 
sources of loan/credit to the agriculture sector in the Aligarh district. 
The study does not include the functioning of non-insfitutional 
agencies such as money lenders, traders etc. It also does not include such 
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financing help which has been given by the Government as an agency hke 
tacavi loans. 
Limitation of the Study: 
We focused our attention only on the agricultural sector of the Aligarh 
District and initial attention has been made only on the role of the Regional 
Rural Banks and Aligarh Gramin Bank with respect to Aligarh District. The 
limitation of our research work are: 
1)The main purpose of the study is to fmd out the impact and role of 
Regional Rural Banks on development of agriculture and Aligarh Gramin 
Bank in Aligarh District. 
2) That we have excluded our attention from all other commercial banks 
except Regional Rural Banks and Aligarh Gramin Bank in respect of Aligarh 
District. 
3) The field survey has been done only in Kasimpur and Amrouli under 
three villages of 100 borrowers. 
4) We have collected the information only from two branches of Aligarh 
Gramin Bank namely Kasimpur and Amrouli. 
Research Methodology: 
The methodology of research in simple and based upon primary as 
well as secondary data to collect primary data we had to prepare detailed 
questionnaire and had to send it to concerning Regional Rural Bank and 
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their branches. Since questionnaire could not serve the whole purpose, an 
intensive study of concerning Regional Rural Bank was also conducted 
through direct personal investigations. Besides, the published material on the 
object was another sources of information. 
^The secondary data has been collected from statistical bulletin 
published by various organization books, journals, periodicals, newspapers, 
annual reports of the respective banks, annual credit plans from the lead 
banks in the respective district, annual report of NABACD. R.B.I. Bulletin 
and all the publications and reports published by Regional Rural Bank, 
/ 
annually. The use of the Maulana Azad Library, A.M.U.,Aligarh and the use 
of Seminar Library, Department of Economics, A.M.U., Aligarh has also 
been made. 
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CHAPTER- II 
NEED AND SOURCES OF AGRICULTURAL (RURAL) CREDIT: 
Since more than 70% of the rural folk depend on agriculture as a 
source of living, rural finance is basically concerned with agricultural 
finance. In other words rural finance is primary concerned with the financial 
needs of rural masses for operations like cultivation, processing and making 
marketing of agricultural produce. The other rural activity covered by rural, 
finance are cottage and small scale industries and trading in rural areas. 
Thus, rural finance covers both the categories of rural population, namely: 
a) Farmers. 
b) Non-farmers such as artisans and village traders. 
Agriculture in perhaps the first culture that mankind learned to 
practice as a means of living and way of life. But with the advancement of 
knowledge and civilization, the pattern, practice and potentialities of 
agriculture have gone a process of transformation. From a primitive way of 
life it is now considered a commercial activity and a profitable business 
proposition. In India agriculture occupies an important place as it provides 
employment to a vast majority of its working population in addition to food 
for masses and raw materials for industries virtually, modernization of 
agriculture is the need of the hour as developed agriculture is the basic 
foundation for Industrial development of to-day. Thus, provision for 
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agriculture credit can help a lot in the modernization of agriculture in rural 
India. 
The actual available credit supply falls short to the needs of the rural 
inhabitants in India. The available credit is not only inadequate but is also 
costly which an average rural folk can hardly afford. i 
Traditional credit to agriculture has been available from such informal 
sources as money lenders, land lords, merchants and similar other individual 
lenders. This type of credit often called non-institutional credit, is full of pit-
falls, in as much as this type of credit hardly provide any incentive to 
effective improvement on the land. The farmer is disinterested in increasing 
the yield by putting more and improved inputs as there is a genuine 
apprehension that the resultant increased yield would be unjustly 
appropriated either by the money lender making credit more costly or by the 
land lord by increasing his share in the yield. 
The credit provided by these sources is thus, unproductive as its main 
objective is not to increase agricultural production but to bring the farmers in 
the grip of perpetual indebtedness. 
The development of financial institution, a source of credit, thus can 
be regarded as a basic condition for agricultural progress and rural 
transformation. The objective of this type of credit is to make a break-
45 
through in vicious circle of poverty, rack-renting, usury, debt and to 
stimulate the farmer to 'boost agricultural productivity. 
The arrangements are expected to do the following: 
i) Facilitate and encourage savings and their mobilization for 
productive investments. 
ii) Reduce the cost of credit administration. 
iii) Pool the risk of lenders, 
iv) Increase competition between private money lenders and 
effectively counter the local monopolies which many of them may 
enjoy, 
v) Help farm families fully to understand the opportunities which a 
proper use of credit may afford, and 
vi) Minimize the risks of the losses by borrowers. 
Requisites of a Good rural Finance System: 
Agriculture credit to serve a really good, purpose, should according to 
Louis Tardy:2 conform to the following criteria: 
1) It should be granted for a sufficiency long time, commensurate with the 
length of operation which it is desired to facilitate. 
2) It should ensure an equalization of credit terms, i.e., it must be available 
at rates comparable to those paid by other industries. 
46 
3) It should be adequately secured in order to avoid any abuse of credit 
facilities but the security should not necessarily be material. 
4) It should be adapted to the average yield and capacity for the payment of 
the farms, particularly during the periods of economic depression. 
5) It should be placed in the hands of the direction who have received 
special training and had actual banking experience. 
At the Regional Seminar for Asia on "Agricultural Credit for small 
farmers held in Bangkok, (October 1974), Certain criteria for judging the 
suitability and validity of a credit system were evolved. These were: 
i) All the credit needs (short, medium and long-term) of the farmers (in kind 
or cash) should be met. 
ii) Credit should be made available as near to his doorstep as possible and 
when needed by the farmer. 
iii) Government should generate savings and accelerate economic growth at 
the socially desired growth rate. 
iv) The Credit policy should reflect a compromise between the often diverse 
plan objectives and differing group interest, i.e. the farmer the credit 
institutions and the government. The credit system should be able to 
reconcile different objectives. 
v) The borrowing should be encouraged to adopt new technologies without 
which sufficient income cannot be generated to repay loans. 
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vi) Supply and other services too should be made available to him. 
vii) The lending agency has to ensure that tending machinery is matched by 
a recovery machinery. Every slight imbalance in this respect can lead to 
heavy defaulting and a consequent collapse of the credit scheme. Particularly 
when credit is channeled through an agency which is strengthened by in 
centuries and linked with marketing agencies. 
viii) An efficient finance system should not confine its area of operation to 
a particular crop or a single agricultural activity. The lending should be 
geared to finance the entire farming system which may include, crop loans, 
livestock loans. Agro-industry loans, etc. 
ix) The credit agency should be in a position to interlink with marketing 
agencies to ensure the full recovery of loans. 
x) In addition it is necessary that the rate of interest charged from the 
farmers should be relatively low. One must remember that a framer contracts 
loans not to indulge in any basic comforts or luxuries, but for his bare 
subsistence. A high rate of interest with defeat its very basic purpose. This is 
precisely what has happened in the past in India, the Rural Credit Survey 
Report noted that about 40% was lent at an interest rate ranging from 10 to 
12.5 per cent, about 20 per cent and nearly 7.5 per cent of the total amount at 
25-30 per cent. A very high rate of interest ranging from 25 to 50 per cent 
was also charged for about 3.5 per cent of loans". Unable to bear this high 
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burden the Indian peasantry got itself chained down to the Usurious money 
lender, who acted no less than the traditional shylock. 
xi) From the point of view of the lender security of the loan is of utmost 
importance, if the system is to work on the sustained basis. Credit may flow 
readily and steadily, if the lender is assured that his loan will eventually be 
repaid that the dues will be punctually met, that the areas will be easily 
recoverable. That his contract will be faithfully observed, that evasion, fraud 
and delay by debtors will be eliminated or minimized. 
The objectives of agricultural credit discussed above hardly be 
fulfilled by any private system of finance such as the one operated by the 
money lender. Hence the necessity arises for an organized system of 
agricultural credit which may combine in itself the above mentioned 
essential ingredients of a successful credit programme. The evolution and 
development of a suitable framework for credit must be an integral part of a 
well though out agricultural credit policy which in term will e integral part 
of the overall economic policy of the government. Whatever the basis of the 
organization it must satisfy all the above mentioned postulates of 
agricultural credit. The structure must be strong and stable enough to 
provide adequate development—oriented credit, draw into the system the 
surpluses created out of the use of credit so as to promote useful 
accumulation of capital to develop qualities of thrift and prudence among the 
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users of credit, to assist the agricultural industry by long-term investment 
finance to turn credit into productive channels and to stimulate into activity 
the great virtues of self and mutual help. 
In India, the Rural Credit Survey Committee has suggested the 
following requisites which the agricultural credit system should satisfy: 
i) It should be associated with the policies of the State. 
ii) It should be an effective alternative to the private agencies of credit. 
iii) It should have the strength of adequate resources and of well trained 
personnel. 
iv) It should lend not merely on security of land and other usual forms of 
security but also on the security of anticipated crops. 
v) It should be such that it help in the effective growth and development 
from the village upwards of the cooperative form of association. 
vi) It should effectively supervise the use of credit and constantly bear in 
mind the borrower's legitimate needs and interests. 
Policy of the Government in Respect of Rural Credit: 
The government is responsible for evolving a suitable rural credit 
policy through Five-year plans. Besides formulating national policy the 
government has also the overall responsibility to rationalize and develop the 
organizational frame work for complete institutionalization of agricultural 
credit so that the exploitative system of providing finance by money lenders 
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is completely replaced by a system of facile credit responsive to the needs 
of the farmers. 
Since 1947, the government's policy in respect to rural credit has 
undergone two significant changes. These can be described as two distinct 
phases, one lasting till 1970, and other spanning the period since 1970. 
During the period before 1970, the government was committed to the 
exclusive development of cooperatives as a major sources of institutional 
credit in the rural areas. In fact, some efforts of commercial banks to go into 
agricultural financing were not looked with favour. The government made 
deliberate attempts to nurture the cooperative societies. But in spite of 
various procedural and administrative reforms as well as credit facilities at 
concessional terms from the Reserve Bank of India the cooperative system 
could account for only 31% of the total borrowing of cultivators. The All 
India Rural credit Survey (1951-52) Report recommended the organization 
of large size societies covering area providing adequate business. In 
November, 1958 the National Development Council recommended that the 
responsibility and initiative for social and economic development is the 
responsibility of the government and for social and economic development 
at the village level will promote the economic interest to its members in 
accordance with the cooperative principles and seek to achieve this aim by 
activities in different directions. In other words, it was expected to be a 
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multipurpose organization which would provide credit to its members 
promote saving, supply farm requisites and domestic requirements and 
arrange for the marketing of the surplus produce. The All India Rural Credit 
Review frequently was short of standards of time, schedules, adequacy and 
dependability. The cooperative system has remained relatively stagnant both 
in a proportion to the total numbers. Generally, the committee also noted 
that overdue were heavy and were rising from year to year. The committee 
also observed that a large number of primary agricultural credit societies 
were neither viable nor potentially agencies for disbursing agricultural 
credit. 
During the second half of sixties two major development took place 
on the Indian economic scene with a direct bearing on rural finance. The 
first was the much-talked about Green Revolution in the wake of adoption of 
the new agricultural technology. The second was the social control over 
commercial banks which finally culminated in the nationalization of 14 
major commercial banks in July 1969 (6 more commercial banks were 
nationalized in April 1980). The Green Revolution opened up for the first 
time entirely new vital of agrarian development. It became evident that 
agricultural production could be increased in a relafively short time if 
adequate inputs were made available. The availability of inputs like 
irrigation, HYY seeds fertilizers, pesticides etc. was possible only with the 
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help of large investments. These investments could be arranged only if the 
peasantry were to be assured of adequate and easy credit arrangements. The 
gross credit requirements of agriculture to be met from institutional sources 
were estimated by the National Commission of Agriculture to go up to Rs. 
16,150 crore by 1985, this amount is likely to go up further in view of the 
government programme to year mark over 22% of total plan outlay for 
agriculture and rural development in the seventh plan. 
It was further observed that cooperatives alone, though they had 
increased their coverage since 1950 both in terms of membership and 
finance provided, would not be in a position to meet the increasing 
requirement of credit. Besides inadequacy, it was observed that cooperative 
credit percent supplied to small farmers was significantly lower than that for 
large farmers. Using 1961-62 data collected through the All India Rural 
Debt and Investment Survey, the All India Rural Credit Review Committee 
(1969) remarked that the distribufion of credit from cooperatives was 
iniquitous as among different assert groups such discriminatory distribution 
of cooperative credit not only revealed the weaknesses of the only source of 
institutional credit but also provided a scope for review of the agricultural 
credit policy in India in conformity with the basic objective i.e. growth with 
social justice, since small farmer have proved themselves equally efficient in 
the adoption of the technology, it was felt that institutional credit should not 
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only be adequate in an out but also be equitable in distribution. Furthermore, 
wide regional variations in the supply of cooperative credit were also 
discussed widely during the late sixties as a serious weakness of the credit 
system, the All India Rural Credit Review Committee (1969) found that 
cooperative loans issued per head of rural population were varying in the 
range of Rs. 129 to Rs. 425 in Assam, Bihar West Bengal, Rajasthan, 
Jammu & Kashmir and Orissa, the corresponding variation was between the 
range of Rs. 1264 to Rs. 3025 in Mysore, Tamil Nadu, Maharastra, and 
Punjab during the year 1966-69. 
The above three major defects of the cooperative credit necessitated 
the revision of earlier single-agency approach in the context of the changing 
agrarian scene and a new approach was thought of towards the late sixties 
under the issue of the right approach to the problem of rural credit, others 
lost their confidence in it. To check the exploitation of the farmers the only 
way was to supply then credit through the banks. 
Structure of Rural Credit in India: 
The rural credit structure at present, covers a host of financial 
institutions. The rural credit structure mainly comprises of two broad 
categories of institutions such as: Institutional and non-institutional agencies. 
The non-institutional agencies mostly include money-lenders; agricultural 
and professional landlords, traders and commission agents, friends and 
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relatives and others. These institutions mostly belong to the unorganized 
sector of the Indian money market. It may be observed that in the category 
of non-institutional agencies, the indigenous bankers play an important role 
in dispensing rural credit. Indigenous bankers are those who combine money 
lending with some business activities. Sahukars, Banias, Gujraties, 
Multanishroffs and Marwaries are some of the examples of indigenous 
bankers. Even today these indigenous bankers continue to have their hold in 
rural economic activities by supplying credit. 
On the other hand, institutional credit agencies mainly consist of 
institutions like: Government, co-operative Banks, Commercial Banks, and 
Regional Rural Banks. They belong to the organized part of the Indian 
Money Market. There is very little link between the agencies operating in 
the organized segment of the money market and the agencies, operating in 
the unorganized segment. In fact, there is virtually, no organic relationship 
between the two. National Bank for Agriculture and Rural Development 
(NABARD) is the apex bank of the institutional financing agencies. Its 
primary role is to provide refinancing facilities to institutional financing 
agencies catering to the needs of rural clientele. 
The information about finance provided by different sources in 1951-52 is 
given in the Report of the All India Rural Credit Survey Committee (1954) 
Data along similar lines for 1961-62 have also been collected by the All 
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India Rural Debt and Investment Survey. These data showing the relative, 
position of different financing agencies are presented in table below: 
Sources of Rural Credit 
1951-52 1961-62 
1. Government 3.3 3.6 
2.Cooperative Societies 3.1 15.5 
3.Commercial Bank 0.9 0.9 
4. Money Lenders etc. 90.9 67.4 
5. Others 1.8 12.9 
Sources: Report of the all India Rural Credit Review Committee 1969. 
R 100. 
According to the National Credit Council, the various institutional 
credit agencies as cooperative societies, commercial banks, etc. met only 
less than 33% of the estimated Credit requirements of agriculture in 1967-68 
there have been only marginal improvement in this position by 1973-74, as 
against the credit requirement of Rs. 4000 crore for the year, as estimated by 
the All India Rural Credit Review Committee, the institutional Credit 
agencies provided Rs. 1537 crore (38.4%) only, comprising Rs. 919 crore 
(23%)) from the commercial banks. The fifth plan projected that by 1978-79, 
57 per cent of the short term requirements and 100 per cent of the 
investment needs will be met by the institutional agencies. In all, the 
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institutional agencies will meet 76% of the credit requirements of 
agriculture. The Sixth Five Year Plan (1980-85) however did not paint that 
optimistic picture. Against the total requirements of about Rs. 7890 crore of 
short term loans and Rs. 8260 crore for medium term loans, as estimated by 
the National Commission on Agriculture for the year 1985, the plan 
projected the level of credit from different agencies to be of the order of Rs. 
5415 crores in 1984-85, the actual advances turned out to be of the value of 
commercial bank. The projection made in the Vllth Plan for the year 1989-
90 are as shown in Table.2.1. 
Agricultural Credit by different agencies. 
Agencies Anticipated Advance in Level to be reached in 
1984-85 1984-85 
1. Cooperatives: 
Short term 2500 540 
Medium term 250 500 
Long term 500 1030 
2. Commercial Bank 
(including RRBs) 
Short term 1110 2500 
Term loans 1450 3000 
Total (1+2) 5800 12570 
Sources: Seventh Five Year Plan 1989-90. 
Two important observations from the above brief review of the 
various sources of rural finances can be made as follows: 
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First, the non-institutional agencies have been the traditional sources of 
loans in the agrarian economy. Among these the most important has been the 
village moneylender. 
What the Royal Commission on Agriculture in India had to observe as 
early as in 1928 is almost equally even today" The greater proportion of the 
funds required by the land holders for the general agriculture purposes in 
provided by local money lenders who are often extra vagrant. The money-
lenders recognize no distinction between the capital required to finance an 
industry and the money needed for ordinary household expenditure. 
Everything goes down in a common account. The borrower also fails to 
distinguish between sums borrowed for productive purpose, from the 
expenditure of which a more than equal return is to be expected, and those 
taken for current needs, which a more prudent man would meet from savings 
or income. The result is financial confusion and wide spread indebtedness. 
And since neither in the borrower's mind nor in the lenders ledger is the 
financing of agricultural operations of every kind kept distinct from the 
provision of finds for household and family expenditure, it is not possible to 
determine with any accuracy the proportion of the debt of the agricultural 
classes which is represented by investment in improvements or in stock. The 
general opinion is that the proportion is very low and such evidence as is 
available tends to confirm this view point. 
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Money-lending as a business has generally flourished in rural areas, 
specially because of the following reasons: 
a) A village money lender is always accessible to the borrowers. 
b) He extends credit without resorting to any elaborate procedure or 
without trouble some formalities and in convenient questions. 
c) He does not press the borrowers for repayment of the principal if they 
keep on paying interest regularly. 
d) A money lender lends for any purpose and does not deny loans for 
non-productive and non-economic purposes. 
However, the system of money-lending by village money lenders has 
suffered from a number of weaknesses, among which the more important are 
as follows:3 
a) The money lenders charge very high rates of interest. 
b) As the money lenders lend for all purposes, the burden of 
improducting loans taken for consumption purposes goes on 
increasing there is a need to discourage the cultivators to borrow for 
religious and other improductive purposes. 
c) Rural folks, illiterate as they are made to give their thumb impression 
on blank paper and this practice enables the money lenders to 
manipulate the accounts to their own convenience. 
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d) Borrowers run the risk of losing their land borrowers may 
alternatively be under an obligation to sell their crops to the creditor 
invariably at very unfavourable prices. The system ultimately leads to 
the practice of bounded labour. The non-institutional agencies have 
provided the bulk of loans required by the Peasantry. These agencies 
catered as much as 93.6% of the credit requirements of the farmers in 
1951-52. There is undoubtedly a perceptible decline in their relative 
share in the provision of agricultural financing during the last three 
and a half decades as would be seen from table. 
Table-2.2 
Share of non-institutional agencies in total rural finance 
Year Percentage 
1951-52 93.6% 
1961-62 85.0% 
1971-72 75.0% 
1978-79 65.0% 
Source: Reserve Bank of India, Multi-Agency, approach in Agricultural 
Financing (Report of Working Group), 1978. 
It would be seen that about two thirds of the total credit needs of the 
Indian peasantry, as yet, are being met by non-institutional sources. There is 
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no doubt that the relative share of the non-institutional sources will go on 
declining as the institutional agencies development spread, nevertheless, the 
farmer will continue to perform a significant role in the agrarian economy. 
As per the fifth plan projection the institutional agencies can meet only 57% 
of total credit requirements of the agrarian sector. It implies that even if 
these projections turn out to be perfectly correct, the Indian peasantry would 
have to depend on non-institutional sources for as much as 43 per cent of 
their credit requirement. Similarly, these are the major sources of 
consumption loans for the farmers. Cooperative societies and commercial 
banks generally have been reluctant to lend for consumption needs. The 
peasantry had invariably to fall back upon the non-institutional sources for 
that type of loans. 
Second, Efforts, to build up the institutional financing system of 
agricultural commenced with the adoption of the cooperative credit 
societies. 
Cooperatives were nurtured as the primary institutions to relieve 
farmers from the traditional burden of debt and to promote thrift. They 
assumed increasingly larger role in the rural sector both in the matter of 
quantitative expansion and diversity of ftinctions although credit continued 
to be their main ftinction. The banking system also made certain pioneering 
efforts in this sphere, but the progress made by them in this regard was 
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inadequate till the social control of banks, which finally culminated in the 
nationalization of 14 major banks in 1969. Since the commercial banks have 
taken a growing interest in financing agriculture. Cooperative societies and 
commercial banks taken together have become a viable system of financing 
agriculturists needs. The growth in the total institutional credit is indeed 
impressive. However, the absolute figures do not provide a good clue to the 
real ground situafion. In order to have a better view, we need to translate 
these data in some comparable magnitudes. 
First of all we have translated the total credit to per hectare basis, as shown 
in table. 
Table-2.3 
Year Short term credit(Rs.) Investment Credit(Rs.) 
1950-51 3.67 0.68 
1960-61 14.32 3.03 
1970-71 35.80 24.66 
1980-81 124.33 96.78 
1989-90 200.00 185.00 
Projected by CRAFICARD 
It may be seen from table, that the short-term credit advanced per 
hectare of gross area advanced from Rs. 3.67 in 1950-51 to Rs. 124.33 in 
1980-81 and projected Rs. 200.00 in 1989-90. The investment credit became 
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important. Only after the sixties, having reached to Rs. 24.66 per hectare of 
net soon area in 1970-71 and Rs. 96.78 in 1980-81. 
These figures need to be compared with the yard stick adopted by the 
requirements for agriculture, of Rs. 600 per hectare for irrigated areas and 
Rs. 450 per hectare of non-irrigated areas (at 1974-75 prices). It would, 
therefore imply that even if we ignore the price factor the level of advance 
reached in 1980-81 is only 25% of the norm. Similarly for the investment 
credit, the commission had fixed Rs. 600 as the yarkstick. The actual level of 
Rs. 96.78 per hectare reached in 1980-81 is only a fraction of the total 
requirements. Even if we consider the total projected availability in 1989-90, 
which would amount to Rs. 2000 as short term credit and Rs. 185 as 
investment credit, it would still be only 50% and 30% of the norms 
respectively. It shows the considerable gap in the institutional credit. 
A second norm of judgement could be laid down in terms of (a) the 
share of short-term credit in the total value of all inputs or cash inputs or 
only some key inputs like fertilizers, pesticides and insecticides, and (b) the 
share of term credit in gross private capital formation in agriculture. 
As to the (a) above, as per the available data from the central 
statistical organisation's publications National Account Statistics the share 
of short term credit was 12.1% during 1970-71 and increased slowly only to 
14.7 per cent during 1980-81. It implies that if short term credit advanced to 
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agriculture have increased at a fast rate so has the total value of inputs to 
agriculture. Further, if, major cash inputs are considerable, short term credit 
could meet around 27 to 28 per cent during most of the years. So much so, 
the short term credit could meet only about one half of the cost of the key 
inputs only. 
As regard (b) above investment credit formed only 38.7% of gross 
private capital formation in agriculture during 1970-71 and 32.2% in 1980-
81. 
The above two tests show the enormous gap between the requirements 
and the actual institutional financing, the enormous gap came to be financed 
by the informal non-institutional sector comprising own savings and private 
credit from such sources as land lord cum money lender etc. 
Looking ahead, considering the enormity of the problem the role of 
private sources of credit knowing its defect will continue to be important for 
quite some time. Besides the efforts to mobilize resources from this sector, 
the goverrmient should also evolve and establish some regulatory 
mechanism for smooth functioning of the private credit sector. Such a 
mechanism should not be limited to be merely informal rather it should be 
formally documented and amenable to regulation and effective controls but 
allowing the private credit sector reasonable margins of profit. 
Credit Requirements in India: 
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Though it is rather difficult to estimate the credit requirements for 
short and long-term needs of agriculture, yet various efforts have been made 
to estimate the quantitative dimension of agricultural credit. 
1) The All-India Rural Credit Survey Committee (1954): had placed the total 
agricultural credit requirements at Rs. 2,000 crores. Of this amount Rs. 800 
crores was to be self financed; and the remaining Rs. 1200 crores were to be 
supplied by the agencies extending credit to the farmers. 
2) The Working Group (1965): set up by the Agricultural Production Board 
of the Government of India, estimate the total credit need of agriculture at 
Rs. 1160 crores (for 1970-71). 
3) The Panel of Economists(under the Chairmanship of Prof M.L. 
Dantwala) on the basis of the value of agricultural produce and the expenses 
incurred, estimated the agricultural credit requirements somewhere between 
Rs. 1011 crores and Rs. 1174 crores. The short-term requirements were 
estimated to the order of Rs. 1000 crores in 1966-67 and were to touch the 
level of Rs. 1200 crores or more in 1970-71. The medium-term and long-
term credit requirements were placed at Rs. 100 crores and Rs. 160 crores 
respectively per year. 
4) The Ministry of Food and Agriculture estimated the total credit 
requirements for short, medium and long-term purpose at Rs. 3200 crores at 
the end ofl973-74. Of this Rs. 1550 crores have been estimated to be short 
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term credit requirement and Rs. 1650 crores as medium and long-term 
requirements. 
5) The All-India Rural Credit Review Committee (1969) estimated the total 
short-term-credit requirements of agriculturist in 1973-74 as Rs. 2000 crores 
and Rs. 500 crores for medium term and Rs. 1500 crores for long-term. Thus 
the total credit requirements of agriculture were put by the Committee atRs. 
4,000 crores in 1973-74. 
6) The Fifth Plan has put the targets of agricultural credit at Rs. 3000 crores 
for short-term requirements: and Rs. 2400 crores for medium and long-term 
requirements (for 1973-74 to 1978-79). 
7) The national Commission on Agriculture has placed the total long-term 
short-term and medium-term requirements to the extent of Rs.9400 crores by 
1985. 
The estimates indicate the magnitude of the credit requirements for 
agriculture. It should be noted that because of the occurrence of drought 
conditions in many parts of the country and floods in others and also because 
of the introduction and extension of new agricultural technology, the credit 
needs would be very high indeed for future. 
Needs of Rural Credit; 
Demand for agriculture credit arises because the agricultural 
operations in India where more than 70% of the population depend on 
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agriculture is obvious. Agriculture being an important industry needs large 
finances. Agriculture to be India's largest occupation. Despite its great 
importance, even today agriculture is not in a sound shape. One of the most 
unsatisfactory features of India's agricultural organization is the lack of 
existence of adequate agricultural financing institutions in the country. There 
is nothing wrong or peculiar in cultivators borrowing, because finance is 
essential for all business undertakings and agriculture is no exception. 
Practically, the backwardness of agriculture in India is the outcome of lack 
of availability of adequate farm credit facilities which have prevented the 
farmer from making improvement in agriculture. The existence of major 
credit organizations which have been providing rural credit the village 
money-lenders and the agricultural co-operative credit societies were either 
defective or themselves financially weak and consequently have been 
ineffective in solving the problems of rural finance in the country.4 
The rural India needs short-term credit to finance mainly its 
agricultural requirements such as for buying seeds manure, agricultural 
implements, cattle, etc. The medium-term and long-term credit in the rural 
sector is required to buy land or to carry out necessary improvements on the 
land such as the construction of wells, fencing, drainage and reclamation of 
land while this need is no less urgent difficulties are far greater than those 
faced by his industrial counter part. His unit of production is usually small 
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and his income is highly uncertain depending mostly on weather and 
monsoon conditions. The existing sources of supply of credit for the rural 
sector are also much less organized and less adequate than those available 
for the urban and industrial sector. In India the problem of rural credit is 
very much complex on account of the existence of large indebtedness among 
the rural folk. The lack of adequate credit facilities in rural India has 
inhibited the growth of Indian agriculture which has had a retarding effect 
on the over all growth rate of the economy. Agriculture, which supports 
seven-tenths of our population and presently contributing about 35 per cent 
of gross national product has remained backward. Consequently, the country 
has to depend on food imports, particularly during the period of drought and 
scarcity. 5 
If this dependence has to be ended, Indian Agriculture has to be 
modernized by systematic and timely application of modem scientific 
inputs, such as high-yielding variety of seeds, fertilizers and pesticides on a 
large scale. This would naturally call for huge investment, quite beyond the 
resources of individual peasants and co-operative credit agencies. Paucity of 
rural credit facilities is, therefore, one of the most important factors 
responsible for the low agricultural productivity in the country and if the 
productivity has to be raised, sufficient credit facilities have to be provided 
to the rural sector. 
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The rural India, as referred above, requires the provision of credit 
facilities mainly for three purposesig 
1) Short-term Credit: 
Farmers need funds for short period of less than 15 months for the 
purpose of cultivation or for meeting domestic expenses. Short term credit is 
mainly to finance his current farming requirement such as buying of manure, 
seeds, payment of irrigation charges and to finance various agricultural 
operations. Such short period loans are normally repaid after the harvest. 
2) Medium-term Credit: 
The farmers require finance for medium period ranging between 15 
months to five years for purchasing cattle and other farming implements etc. 
These loans are larger than short-terms loans and can be repaid over longer 
period of time. 
3) Long-term Credit: 
To purchase costly implements like tractor, Thresher etc., acquire land 
and to make permanent improvement on land such as providing well, proper 
fencing and security round his fields. This type of credit is generally 
required for a period exceeding five years. 
Sources of Rural Credit in India: 
The present sources of credit supply for the rural sector in India are (i) 
Village money-lenders (ii) Indigenous Bankers (iii) Primary co-operative 
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credit societies (iv) Land development Banks (v) State Bank of India group 
(vi) Reserve Bank of India (vii) The Commercial Banks (viii) Regional 
Rural Banks, (ix) State Governments (x) The NABARD. According to the 
latest estimates, about 60% of the credit requirements of the rural sector are 
being met by institutional agencies like co-operatives, commercial banks 
including Regional Rural Banks and the government. 
The Village Money-lenders: 
Although reduced in importance, the village money-lender is still an 
important single source of supply of the credit needs of cultivators. The 
majority of the money-lenders combine money lending with the trading. 
Their method of financing are prompt and elastic and they give the farmers 
spot finance. The borrower approaches them direct and is not bothered by 
any unnecessary formalities. Unfortunately, this source of rural credit has 
not always been a blessing to the poor people in India. The main defects of 
village money-lending as a source of rural credit are high rate of interest 
charged on the borrowings, going sometimes upto 36% resulting in the 
mounting indebtedness and exploitation of the rural people. Two types of 
money lenders are operating in the country-professional and non-
professional money-lenders.7 
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Indigenous Bankers: 
The Indigenous Bankers do not supply credit directly to the cultivators. They 
finance the movement of crops from the village to the main marketing 
centers and ports. The village money lenders sometimes also borrow funds 
from them for the purpose of lending to the cultivators. However, the 
importance of money lenders and indigenous bankers has been decreasing 
every day because of expansion of institutional credit.g 
Primary Co-operative Credit Societies: 
To mitigate the sufferings of the poor farmers the infrastructure of co-
operative credit was brought into being in the matter of agricultural finance. 
The co-operative societies Act of 1904 provided for the formation of 
Primary Agricultural Co-operative Credit Societies. Later in 1912, the co-
operative movement was extended to the formation of non-agricultural co-
operative credit societies also. According to all India Rural Credit survey 
Report, a three tier pyramidal system consisting of an apex body at the state 
level at intermediary structure at the district level and primary units at 
village level called state co-operative banks, district central co-operative 
banks and primary credit societies respectively came into being. Further, the 
co-operative banking structure relating to provision of investment credit for 
redemption of mortgage on agriculture land, development of farm land and 
discharge of other prior debt, etc. as medium/long term loans was separately 
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in operation since 1920s. These banks were also sought by the all India 
Rural Credit Survey Committee to be organized as two-tier structure 
contemplating estabhshment of central land Mortgage Bank at the State 
level and Primary Land Mortgage Banks at district level. The provision of 
credit facilities to its members is the major objective of the co-operative 
movement in the country, and that co-operative credit societies have been 
considered to be the most suitable source of rural credit. 
These institutions constitute very important source of rural finance. 
The agricultural co-operative credit societies are formed by cultivators to 
raise funds and to give loans to their members. They mostly borrow from the 
central co-operative banks to lend funds to their members to meet their 
credit needs.9 
Table-2.1 gives a picture of the progress made by cooperative credit 
movement in India as observes in the years, 1992-93 and 1994-95. A total 
number of 90 thousands Primary Agriculture Societies were working in the 
country in the year of 1994-95 as against 84 thousands in 1992-93. But the 
membership decreased from 88.53 lakhs in 1992-93 to 88.04 lakhs in 1994-
95. Their deposits increased by 1863 crores in 1992-93 to 2520 crores in 
1994-95 respectively. Their borrowing showed an increase from 7896 crores 
in 1992-93 to 9596 crores in 1994-95 and the outstanding loans advanced by 
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the societies recorded an increase from 8116 crores in 1992-93 to 11404 
crores in 1994-95.lo 
Progress of PACs in India: (Amount in Rs. Crore). 
S.No. 1992-93 1994-95 
Number of societies in 
Thousands 
84 90 
Membership(in 
thousand) 
88,539 88,047 
Owned Fund 2032 2584 
Deposits 1863 2520 
Borrowings 7896 9596 
Working capital 12666 16304 
Total loans issued 6793 9373 
Total loans outstanding 8116 11404 
Total loans overdue 3256 3937 
Percentage of overdue 
to i)Loans outstanding 
40.1 35.0 
ii) Demand 43.0 36.0 
Source: RBI Bulletin (Report onTrend and Progress of Banking in India 
1995-96 (Jul,y-June), March, 1997. 
Weaknesses of Co-operative Credit: 
In spite of its important role in providing agricultural credit, 
cooperative credit suffers from a number of weaknesses. 
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Firstly, many agricultural credit societies are of non-viable character. 
Since the basic philosophy of cooperative societies is to involve the people 
themselves in the process of economic transformation, a high degree of 
efficiency is required to realize this objective. Many cooperative societies 
did not become viable because dedicated, honest and efficient people did not 
come forward to undertake this noble task. Because of red-tapism, undue 
political interference and the strong hold of large farmers, the co-operative 
movement did not come up to the level of expectation. 
At the first instance, fresh efforts are warranted to create a cadre of 
trained, dedicated and honest workers, Red-tapism, political interference, 
administrative bottlenecks and undue hold of large farmers has to be done 
away with. These societies must be run on an objective criterion aimed at 
quicker transformation of rural society. 
Secondly, the credit needs of small farmers have to be given priority. The 
officials should not succumb to local pressure, political or otherwise. 
Politicians and powerful village lobbies should also not interfere 
unnecessarily. They should, however, discharge their moral obligations in 
this regard towards the larger benefits of the village community. 
Thirdly, those states that have lagged behind should step up their 
performance and expand their network to cover as much of credit 
requirements of the farmers as possible. There also has to be an effort to 
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cover all the rural families so that no margin is left for non-institutional 
credit and of exploitation of the rural poor. 
Lastly, the process of recovery is to be smoothened and stepped up. If 
the recovery continues to be poor, that will retard the pace of progress of 
these societies. Unless the process of recovery picks up, refinancing and 
greater coverage will not be possible. 
Land Development Banks: 
India, the need for long-term credit in the rural sector is being 
satisfied by the land development banks. The objective of such banks is to 
provide long term credit to the peasants against the mortgage of their lands. 
The loans from these banks are quite cheap and are spr4ead over a long 
period of 15 to 20 years. It is, therefore, convenient to borrow from these 
banks if previous debts have to be cancelled or if additional land to be 
purchased or if permanent improvements in land have to be made. 
Though LDBs have been making considerable progress in recent 
years in this country, they have not really contributed much to the financial 
needs of the farmers. Virtually, the amount they lend every year is like a 
small drop in the ocean and does not touch the problem of rural credit in a 
serious way. In most of the areas small farmers are not even aware of the 
existence as well as the usefulness of such Banks, n 
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State Bank of India: 
The State Bank of India group consisting of the SBI and its seven 
subsidiaries have also played significant role in the sphere of rural credit. 
This group adopted "village adoption approach" for the financing of 
agricultural operations for the benefit of small farmers. Under this scheme, 
villages selected for are ordinarily those in which the co-operative credit 
institutions have not made much headway. In the villages adopted, efforts 
are made to assist all the viable or potentially viable farmers, irrespective of 
their land holdings for all their requirements for agricultural development. 
By the end of June 1996, the SBI group had 12968 offices in the country, out 
of which 8852 belong to the SBI and 4116 to the associated banks. 12 
The SBI group has initiated new experiment by setting up special 
"Agricultural Development Branches" in selected intensive centers. The 
various credit support programmes have been as follows: 
a) Production finance. 
b) Provision for irrigation facilities. 
c) Modernization of farm practices. 
d) Dry land farming. 
e) Waste land development. Thus, the State Bank of India's has given 
substantial credit facilities to the rural people under different 
programmes. 
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National Cooperative Development Corporation (NCDC): 
The NCDC was set up in 1963 with the objective of (i) Promoting 
various economic programmes in the cooperative sector (ii) Providing 
financial assistance in the form of loans and subsidies to them. In 1993-94 
the NCDC provided total assistance amounting to Rs. 287 crore. For the 
benefit of the weaker sections of the society, the cooperation implements 
action on programmes covering poultry, forming fisheries minor Forest 
produce. Sericulture and dairy farming in the cooperative sector. Since its 
inception in March 1963, till March 1994, the corporation had provided total 
assistance aggregating to Rs. 2925 crore NCDC had launched a scheme 
during the Seventh Plan called integrated cooperative Development project. 
This scheme is intended to strengthen and develop cooperative infrastructure 
so as to enable it to cater to the overall needs of rural community in the 
selected areas in districts. During the Eight Plan, the corporations focus will 
be on the promotion and development of weaker sections cooperatives 
poultry, dairy, handloom etc. 
The Reserve Bank of India and Rural Credit: 
The Reserve Bank of India, though does not extend credit to the 
agriculturists directly, is financing agriculture in an indirect manner by 
lending funds to state co-operative Banks, land development banks and the 
state government. The RBI has now assumed the role of an active central 
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financial agency to tender credit assistance for agri^i^tiiral development in 
the country in a number of ways. It is participating in the capacity of a major 
shareholder in the capital of the State Bank of India. Earlier it had 
established the Agricultural Refinance and development corporation of India 
to provide re-fmance facilities to Banks and other financial institutions for 
agriculture and allied purpose. The RBI provides short-term loans to the 
State Co-operative Banks for seasonal agricultural operation and marketing 
of crops at 2% below the usual bank rate. It converts the short-term loans 
given to the State and Central Co-operative Banks into medium-term loans 
out of the funds in the National Agricultural Credit (Stabilization) Fund. The 
RBI has also established the National Agricultural Credit (long-term 
operations) Fund for providing long-term loans to state governments and the 
land development banks and medium term loans to state co-operative Banks 
for agricultural purposes. Thus, the RBI is doing a yeoman's service in the 
field of rural finance. Since 1982 with the setting up of NABARD (National 
Bank for Agriculture and Rural Development), the Reserve Bank of India 
has passed on its functions to the NABARD. 
Commercial Banks and the Rural Finance: 
The direct participation of commercial banks in rural finance and 
credit may be traced back to the year 1955 when the State Bank of India was 
set up to provide credit assistance to the co-operative marketing and 
processing societies. With the nationalization of 14 major commercial banks 
in July 1969 and 6 in April 1980, there has been a rapid expansion of 
commercial bank rural branches. 
The number of commercial bank branches (including RRBs) went up 
from 62,531 end of June 1995 to 63,092 end of June 1996, of which more 
than half 33069 (52.4 per cent) bank offices are in rural areas, there are 
13,507 (21.4 per cent), Semi-urban banks, 1905 (14.4 per cent) Urban banks 
and 7411 (11.7 per cent) banks are metropolitan/port-town respectively. The 
nationalized banks accounted for the largest number of branches with a share 
of 49 per cent, followed by RRBs with 23 per cent, and State Bank of India 
with 14 per cent of the total number of branches. Rural branches accounted 
for 47 per cent of the total number of branches of State Bank of India. Under 
the directions of the RBI some banks have implemented the "village 
adoption scheme" for intensive rural development. It is heartening to note 
that more than 20 per cent of the total disbursed credit by banks has gave to 
the rural sector in India.]3 
The Regional Rural Banks: 
As a part of 20 point economic programme announced on July 1, 
1975, the government of India decided to set-up 50 Regional Rural Banks 
through out the country, each catering for a population of 10 million. The 
main objective of these Banks was to develop the rural economy by 
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providing credit for the purpose of development of agriculture, trade, 
commerce, industry and other productive activities in the rural areas; credit 
and other facilities particularly to the small and marginal farmers, 
agricultural labourers; village artisans and small entrepreneurs. By the end of 
March, 1996 there were 196 RRBs in 427 districts with total offices to the 
extent of 14497. j4 
The RRBs though basically scheduled commercial Banks differ from 
the existing commercial banks and have the following distinctive features-
i) Their area of operation is limited to a specified region comprising 
one or more districts in any state. 
ii) They grant loans and advances particularly to small and marginal 
cultivators, labourers, rural artisans and small traders for 
productive activities in their area of operation. 
iii) The lending rates of these Banks are not to be higher than the 
present lending rates of co-operatives in any particular area. 
iv) The salary structure of the employees of these banks has been 
prescribed by the central government. 
The State Government: 
The State governments have been granting two types of loans to the 
rural sector directly. They are short-term loans for the purchase of seeds, 
manure, cattle, etc., and long-term loans for financing permanent 
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improvement in land. These loans are called taccavi loans and the total 
amount of these loans is too small to be compared to the large credit, 
requirements of the rural India. Moreover, such loans are not always granted 
a regular source of credit, rather they are emergency loans granted during 
periods of distress or crop failures. As a result, these loans have not been 
very popular in the rural areas. 15 
Apart from this, the State governments also help indirectly in 
financing the agricultural operations by contributing to the share capital of 
primary agricultural credit societies, central co-operative Banks and the 
central land development Banks, as mentioned earlier in this chapter. 
NABARD and the Rural Credit: 
On the recommendations of SIVARAMAN committee of RBI known 
as the Committee for Reviewing Arrangement for Financing Institutional 
Credit for Agriculture and Rural Development (CRAFCARD), the National 
Bank of Agriculture and Rural Development the NABARD- was set up in 
July 1982 to operate as an Apex Bank in agriculture. The NABARD16 has 
taken over the function of ARDC and the refinancing fiincfions of RBI in 
relation to co-operafive Banks and the RRBs. The NABARD is linked 
organically with the RBI, by the latter contributing half of its share capital, 
the other half being contributed by the government of India. To meet its loan 
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requirements, it draws funds from the government of India, the World Bank 
and other agencies. 
The main functions of the NABARD are: 
i) It serves as a refinancing institution for ail kinds of production and 
investment credit to agriculture, to small scale, cottage and village 
industries, the artisans, handicrafts and rural crafts and other allied 
economic activities. 
ii) It provides short-term, medium term and long-term credit to state 
co-operative Banks, RRBs, LDBs and other financial institutions 
approved by the Reserve Bank of India. 
iii) It gives term loans (upto 20 years) to State governments. 
iv) It has the responsibility to inspect RRBs and the co-operative 
Banks. 
v) It maintains a research and development ftind to promote research 
in agriculture and rural development. 
The aggregate amount disbursed by this agency till March 1996 has 
been Rs. 2754295 lakhs. Minor irrigation got the first place in the disbursed 
amount, while farm mechanization got the second place. NABARD has 
started playing an energetic role in strengthening and reorganizing the co-
operative structure in the country. It is also helping in re-habilitating as well 
as improving the organization and managerial efficiency of land 
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development Banks. Thus, NABARD has taken over the tasks of ARDC and 
of the RJBI with regard to providing rural credit and it is playing the role of 
an apex body in this sphere. 
Steps taken by the Government in this Regard: 
In the recent years, steps have been taken to remove the difficulties 
and to make up the deficiencies mentioned above. A very important step in 
this direction was the appointment of a committee of Directors of All India 
Rural Credit survey in 1951 (reported in 1954 )for assessing the nature and 
extent of the problem and to determine a suitable approach towards its 
solution. It is finding were very comprehensive and recommendation far-
reaching. Most - of its recommendations were accepted and have been 
implemented. 
1) The cooperative movement has been strengthened largely through state 
partnership and the guidance and resources made available by the RBI. 
2) Credit has been linked with other economic activities like marketing and 
processing. 
3) Warehousing facilities have been increased considerably. 
4) Funds set up in pursuance of the recommendations of the Rural credit 
survey, the following two funds have been established. 
i) National Agricultural Credit: (Long term operations) Funds. 
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It grants long-term loans to State Government to enable them to 
contribute to the share capital of cooperative credit institutions and to 
provide medium-term loans to central land development banks, 
ii) The National Agricultural Credit: (Stabilisation) Fund. 
It grants medium-term loans to state cooperative Banks to enable them 
to convert short term credit into medium-term credit. 
5) State Bank of India: A very far reaching further step was the 
establishment of the State Bank of India in 1955 (SBI) by nationalizing 
Imperial Bank of India. SBI has helped rural credit in various ways. It has 
provided finance for land development banks, it has given financial 
accommodation to marketing and processing cooperatives, it is giving 
remittance facilities and loans to cooperative credit institutions at 
concessional rates. It has been contributing to development of warehousing 
facilities by subscribing to part of the share capital of the central 
warehousing corporation and by lending on the security of warehouss's 
receipts. By opening a very large number of branches away from the main 
towns it has carried the banking facilities to the rural people. Accordingly, 
SBI's direct as well as indirect finance to agriculture has been rapidly rising 
from year to year. 
6) The Reserve Bank of India, till the recent establishment of NABARD, 
was playing a bigger role. 
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7) The District Credit Plan lending system has been regulated and reformed, 
under the supervision of Lead Bank of the District. 
8) The Government too has simplified its procedures and made then less 
rigid. The state loans are now given more liberally and on easier terms. 
9) for long-term loans, the land development banking is being developed. 
10) Agricultural Refinance Development Corporation (ARDC) was 
established in 1963. It served as central financing agency for agricultural 
credit till its ficfions were taken over by NABARD in 1982. 
11) Agro-industries Corporations have been set up in almost all major states 
which are providing an additional live of agricultural credit. The advance 
loans for the purchase of tractors and agricultural machinery under hire-
purchase schemes. 
12) Special attention has been paid to the development of rural credit in the 
five-year plans with the result that the cooperative loans advanced to farmers 
increased from Rs. 23 crores in 1950-51 to Rs. 203 crores in 1960-61, ie.e an 
increase of 773 per cent in one decade. In the year-endings March 1985, 
short-term loans advanced by primary agricultural cooperatives totaled Rs. 
2700 crores and medium term Rs. 250 crores and long-term credit largely by 
land development banks anquinted to Rs. 500 crores. The Seventh Plan 
(1985-90) put the target of co-operative short term credit at Rs. 5590 crores 
for the terminal year, i.e. for 1980-90 and Rs. 500 crores in respect of 
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medium-term loans and Rs. 1030 crores in respect of long-term loans. But 
the actual disbursement of co-operative short-term credit was Rs. 3654 
crores in 1989-90. The disbursement of medium and long term credit was 
Rs. 416 crores and Rs. 744 crores respectively in 1989-90. In 1991-92, 
disbursement of short term medium and long term total co-operative credit 
increased to Rs. 5238 crores against Rs. 3408 crores in 1990-91. 
Taking a broader view, the availability of commercial bank credit to 
agriculture and allied activities has been projected to expand from the base 
level of Rs. 3250 crores in 1984-85 to Rs. 7070 crores during the Vllth Plan 
(1985-90_ in the banks short term and termloans to the farm sector. From 
Rs. 3250 crores in 1984-85 to Rs. 7515 crores in 1985-90 was the 
achievement of the Seventh Plan. 
13) Nationalisation of 14 Major Banks in July 1969. The need for rural 
credit had gone up manifold on account of the adoption of the new 
agricultural production technology, which necessitated large credit for 
various modern inputs subsequently, in April 1980, six more commercial 
banks were nationalized, largely to augment the flow of commercial banks 
credit to the farmer sector, especially to the small and marginal farmers, 
tenants landless labourers and other weaker sections of the rural community. 
14) Special Measures for small farmers and other weaker sections. In 
pursuance of the recommendations of the Rural Credit Review Committee 
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(1969). Sma.Ll farmer's development Agencies (SFDA'S) Schemes have 
been started in several states (now merged and called District Rural 
Development Agencies). One of the findings of the above mentioned 
committee had been that institutional credit had not penetrated into the small 
and economically weaker sections of agricultural population, who form the 
bulk of the cultivators in the country. One of the main functions of thrse 
agencies/schemes is to provide credit to such farmers at cheaper and easier 
terms, simplifying procedures to enable them to partake in the benefits of 
green revolution. Both these schemes actually started functioning on a 
significant scale especially in respect of disbursement of credit from co-
operative year 1971-72. The ARDC and now NABARD, extends refinance 
facilities on a 100% basis in respect of viable schemes initiated by these 
Agencies/Schemes. The Seventh Plan (1985-90) document put special 
emphasis on enlarging the facilities of credit provision to the small farmers 
and other weaker sections in the rural areas and has laid down specific 
targets in this regard. 
15) Establishment of Regional Rural Banks. A network of regional rural 
banks (RRBs) is being spread over the rural areas. These have low cost 
structure and follow simplified procedures to advance loans, particularly to 
small farmers, tenants and other weaker sections in rural areas. At the end of 
June 1992, there were 196 such banks in the country. 
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Summing up. The Crux of the measures adopted already and 
contemplated for the near future is the Government's emphasis upon and 
efforts towards, increasing the proportion of institutional finance for 
agriculture and allied activities. That will remove most of the defects and 
short comings of the present system of rural credit in the country. 
However, when all is said the problem of rural credit has not been 
solved. It is too gigantic a problem. The step taken are no doubt in the right 
direction, but they do not commensurate with the requirements of the 
situation. 
CONCLUSION: Suggestions for Further Improvement and Findings: 
To review the main conclusions of this chapter, the following points 
are of relevance: 
Agriculture occupies a significant place in the economy of the country 
on account of the fact that it supports a major portion of the India's 
population and contributes substantially in the net output of the country. 
Although the country is endowed with favourable facts for 
agricultural development as it possesses the best soils, adequate water 
resources and good climate yet its condition is precarious due to lower yield, 
detective cropping pattern, uneconomic holding, backward techniques of 
production, occasional floods and famines, erosion of soil, water logging, 
under-utilization of irrigation potential and regional imbalances. 
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Despite the fact that agriculture has contributed much in the economy 
of the country, its role has remained far from satisfactory. Instead of 
providing growth stimulant it has remained more or less neutral to growth 
India even today imports cereals pulses and edible oils to feed its huge 
populations. The morass in which the rural economy of India is entangle can 
be cleared only if the following effective steps are taken in respect of: 
i) creation of infrastructural facilities. 
ii) Controlling of rising population. 
iii) Quality education to change the mental outlook. 
iv) Proper arrangements of institutional credit facilities. 
v) Promotion of agriculture through new inputs fertilizers, support 
prices and better marketing arrangement. 
vi) Development of subsidiary occupations. 
vii) Promotion of industries of labour intensive type of correct the 
defective occupational structure. 
Besides, in spite of the rapid expansion of institutional credit agencies, 
cooperative and commercial banks—in the country, a large segment of rural 
population consisting of small/marginal farmers, agricultural labourers and 
rural artisan's were not availing institutional credit facilities and were 
dependent upon money lenders for borrowing both for production and 
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consumption purposes who exploited them by charging exorbitant rates of 
interest and various other malpractices. 
To save the rural people from exploitation as well as to assess the 
rural credit requirements, as working group was set up by the RBI in 1974-
75. The group highlighted that the major games of institutional credit have 
been enjoyed by the rural rich whereas the rural pool we were denied the 
gains. Consequently small/marginal of harness failed to adopt new farm 
technology to the some extent as by the rich farmers and lagged behind in 
reaping the benefits of seed fertilizer technology. Accordingly, the group 
suggested the establishment of rural banks to advance loans to the neglected 
sections of the rural population for the adoption of production boosting 
technology and subsidiary occupations. Thus, the author advocates that the 
care should be taken that the benefits of growth should be equally shared by 
the rural people irrespective of caste, creed or colour. The planners should at 
any stage not of the opinion that the rural people belong to weaker sectors 
are orthodox fallacies and look upon there poverty as the "will of God". 
1) Since bank is the best agency of rural credit, the most important 
suggestion is to extend and improve its role. 
2) The system of 'taccavi' loans should be simplified, liberalized and 
made more prompt. However, it will be better if the government lends 
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through the cooperatives. This will have additional advantage of 
encouraging the cooperative movement. 
3) A very important improvement will be the development of licensed 
war chousing. Through such warehouses, the cultivators will be 
brought into contact with the banking system of the country. From the 
banks, he will be able to borrow at cheaper rates on the security of his 
produce. 
4) It is necessary to ensure that credit sanctioned for productive purposes 
is not diverted to non-productive or consumption expenditure. 
Therefore, credit should be given for specific- purposes and 
machinery should be set up to check it. 
5) It is also well to remember that credit advanced to the farmers cannot 
be used effectively in the absence of adequate and suitable 
infrastructure for e.g. credit given for fertilizers will be useless in the 
absence of irrigation facilities. Similarly, lack of electric supply will 
stand in the way of utilization of credit given for pumping sets. Lack 
of adequate means of transport also stands in the way of credit 
absorption. 
6) The Rural Credit facilities provided so far have largely been 
appropriated by the bigger farmers. The small farmers, tenants and 
other weaker sections of the rural community have been deprived 
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although it is these later categories of rural population who need them 
the most. Targets and specific action-oriented polices and measures 
be adopted to ensure a distinctly larger share for these classes in the 
existing and additional rural credit facilities to be made available. 
It is gratifying to note that steps are being taken on the above lines. 
The five-years plans laid great emphasis on the development of the 
cooperative movement and on substantially raising the proportion of 
commercial bank credit for agriculture and allied activities. RRBs have set 
up the network of their branches which is being enlarged. RBI & ARDC are 
also making available large amount for rural finance. 
A very welcome decision has been made by the government recently 
that farmers, whether they posses land or not be provided with loans on the 
security of their crops. 
Conclusion: 
But the problem is a complex one. The step taken already have to be 
multiplicity manifold, and carried over a long period before we can reach 
any where near the solution of the problem of rural credit. 
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CHAPTER- III 
Growth and development of Regional Rural Banks (RRBs) in India. 
An important feature of a under development economy like that of 
India is the predominance of the primary a agricultural sector and rural 
population engaged therein therefore the salvation of our economy lies in 
rural reconstruction. "Planning without village in view, in India is a myth; 
business without village a bad bargain and service without village 
mockery"] 
Historical Resume of the Regional Rural Bank: 
The existing banking set up for providing credit to the rural sector of 
India, is not considered satisfactory to shoulder the entire responsibility. Co-
operative institutions have the necessary structure and the knowledge of the 
local conditions and problems but they lack adequate resources and 
management efficiency on the other hand, while the commercial banks have 
the resources and they have no roots in the rural areas and lack adequate 
knowledge of local conditions and problems. 
The Idea of Regional Rural Banks is neither new nor original, since 
the Maclegan Committee (1915) and many other important commissions and 
committees went into question of agricultural finance. 2 
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Even as early as 1991 the Gadgil Committee indicated that the rural 
credit system to be really useful and effective must to be into account and 
pay attention to the entire gamut to agriculturists credit requirements. The 
committee suggested that the requirements of agriculturist count not be 
viewed and attended to piecemeal. An institutional set up must be devised 
that would cater to all the financial requirements of agriculturists for 
purposes of consumption production and other social-economic purposes. 
The banking commission (1966) appointed under the chairmanship of Shri 
R.G.Saraiya submitted to report in February 1972 and recommended the 
establishment of chain of "Rural Banks" in addition to rural branches of 
commercial banks such as rural banks could come into existence in 3 ways. 
1. Conversion of primary co-operative societies into institutions offering 
full banking facilities as well as certain closely allied non banking services. 
2. Establishing a special type of Rural Bank sponsored by the 
commercial banks and supported by the local participation. 
3. The banking commission was the opinion that in a large country like 
India with complex regional differences, no single type world offers a 
complete solution. Hence, the commission recommended a multi pronged 
programme of banking development for the rural area, comprising co-
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operative credit societies rural branches of commercial banks and sponsored 
rural banks. 
The case of the last of the three stood finnly, on the realisation that 
co-operative credit would not succeed every where and that expansion of 
branches of commercial banks in the rural areas would not go for enough 
According to the commission, the banking entry in rural areas should 
essentially be co-operative in character providing a wider range of services 
than those of primary agricultural credit societies functioning now. 
The idea of new rural banks was inspired by considerations of 
lowering the costs of rural banking and operating such banks with local staff 
in an environment, which the poor people in villages would find most 
homely. 
The Banking Commission, (1972); 
The banking commission (1972) had made the recommendation that 
a chain of Rural Banks to established in addition to the regular branches of 
commercial banks already operating or to be opened a new in rural areas. It 
was of the opinion that in a country like India where diversities abound any 
single type of financial institution to meet the financial needs of people in 
rural areas, would not be a appropriate method of dealing with the problem 
of rural credit. The commission, therefore, recommended a multi-pronged 
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programme where co-operative credit societies, branches of commercial 
banks and specially sponsored Rural Banks were to play their role. It was 
clearly felt that co-operative societies would not succeed in every region of 
the country whereas opening of branches of commercial banks in rural areas 
has is own limitation. Hence, emphasis on specially sponsored rural banks. 
The primary credit societies neither provided credit for all productive 
activities of cultivators, nor met their credit needs the salient 
recommendations of the banking commission can be summarised as follows: 
A rural bank has to act as primary banking institution, which should 
serve a population ranging 5,000 to 20,000. It is expected to mobilise the 
saving lying idle in the villages by accepting deposits in different forms. It 
shall act as an agent of development by providing short and medium term 
credit. 
It shall provide other banking services to the local people. It shall 
extent a helping hand to small farmers and products by supplying them 
inputs and providing marketing assistance. Thus, the rural banks shall act as 
instrument for all round and multifarious development of villages. 
It is enigmatic to note that the recommendation of the three years i.e. 
up to June, 1975, when the long felt need was fulfilled by the establishment 
of Regional Rural Banks to provide rural credit through an ordinance, which 
became an act after the parliament passed it on February 1976. In the 
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meantime on the recommendation of the Banking Commission made in 
1972, to established a chain of rural banks, working Group of Rural Banks 
was set-up under the chairmanship of Shri Narasimham, to study the 
possibilities of establishing such banks. The committee submitted its report 
in a record time of one month, on July, 1975. 
A HISTORY OF COMMITTEE; 
In a rather short span of more than twenty years, two working groups 
& four committees were set up to look into the various aspects of the 
Regional Rural Banks . The main recommendations are as follows: 
The Working Group (M.Narasimaham 1975): 
The working group headed by Shri Narasimham had observed thai 
"the existing institutions, as they are presently structured would not be able 
to fill the regional and functional gaps in the rural credit of institutional 
system, within a reasonable period of time, even with such adoptions 
reorganisation and restructuring as may be considered." It further observed, 
is a country of size and regional diversity as ours, no single pattern be it 
commercial banking or co-operative credit, can be expected to meet all the 
emerging requirements in all areas. A degree of adoption and improvision is 
called for and the range of institutional alternatives widened. It is in this 
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context that we have come to the conclusion that a new type of institution is 
necessary. 3 
"The new institutions were expected to combine the strength of both 
the co-operative as well as the commercial banks". 4 The Regional Rural 
Bank carries and advantageous position since it possesses a blend of rural 
experience of co-operative system and the commercial and professional 
touch of development of commercial banks is as far as deposit mobilisation, 
dealing with money market etc. is concerned. 5 
"What need", observed the Narasimaham Committee, an institution 
which combines the local feel and familiarity with rural problems which the 
co-operative possess and the degree of business organisation, ability to 
mobilise deposits, access to control money markets and a modernised 
outlook which the commercial banks have. 6 
EVOLUTION OF REGIONAL RURAL BANKs; 
The then Prime Minister, consequent on the declaration of the 
emergency in the country in June 1975, announced the economic programme 
which among many other things at "devising alternative agencies to provide 
institutional credit to landless labourers, rural artesian and small and 
marginal farmers in the context of steps being initiated also under the 
programme to liquidate rural indebtedness of those classes of people".7 As 
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Stated earlier a working group by the Government of India under the 
chairmanship of Narasimaham examined that question in detail and that 
Regional Rural Banks ordinance came into force from September 1975. 
Later on, the Regional Rural Banks Act was passed in 1976, giving 
legal form to the emergency ordinance. This is the Regional Rural Bank 
have now come to be established under the Regional Rural Banks Act of 
1976. 
Since October. 1975, when the first five Regional Rural Banks 
were bom in the country Regional Rural Bank movement has witnessed as 
tremendous growth by covering 326 district in the country through a 
network of branches most in the rural areas which were uneconomical from 
the commercial banking point of view. 
The establishment of Regional Rural Bank is result of national feeling 
and rejects and urgency and providing credit facilities to the poverty stricken 
rural masses, who have been unknown to banking. 
The establishment of Regional Rural Banks was aimed at bridging the 
vast gaps left uncovered by the existing financial and credit institutions. 
They have their objectives as providing credit facilities to the 
unemployed, under employed, the land-less labour, the poor artisans and 
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traders, marginal farmers and craftsman and help in generating employment 
and income in with the national goal of eradication of poverty. 
The main objective of establishing Regional Rural Banks is to provide 
credit and other facilities, especially to the small and marginal farmers, 
agricultural labourers, artisans and small entrepreneurs in the rural areas. 
Before 1969 banks were hesitating to go to the rural parts as there were 
various constraints and operational difficulties. 
Consequently rural banking never developed in India before 1969, 
when the 14 commercial banks were nationalised, before 1969 commercial 
banking development class banking and not mass banking. 
Developing an already developed place by opening a new branch is 
easy but developing an underdeveloped rural area is difficult. Out of more 
than 30,000 branches of commercial banks in the country, hardly 13,000 
branches were located in rural areas. 8 
The First Five Regional Rural Banks as on October 2"'' 1975. 
S.No. Sponsor Bank Name of Bank Head Office State 
1. Syndidcate Bank Prathama Bank Moradabad Utter Pradesh 
2. State Bank of 
India 
Gorakhpur 
Kshetrriya 
Gramin Bank 
Gorakhpur Utter Pradesh 
3. United Bank of 
India 
Gaur Gramin 
Bank 
Malda West Bengal 
4. Punjab National 
Bank 
Haryana 
Kshethriya 
Gramin Bank 
Bhiwani Haryana 
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5. United Jaipur Nagaur Jaipur Rajisthan 
Commercial Anchalic 
Bank Gramin Bank 
Source: Reserve Bank of India Bulletin, January 1976. Page.63 
Committee On Regional Rural Banks (Dantwaia Committee 1977); 
The Reserve Bank of India had appointed in June, 1977, a committee 
under the chairmanship or Prof. M.L.Dantwala to evaluate the functioning 
and justification of Regional Rural Banks in the country. The committee 
made an in-depth study of justification of Regional Rural Banks. The 
Danatwala Committee submitted its report to RBI in February 1978. 
According to the committee, "The deficiencies of a credit system should not 
be judged merely on the basis of the quantum of credit supplied and the gap 
between aggregate supply and demand for credits. The concept of credit gap 
has to be more comprehensive." 
The committee's view was that credit gap should be measured with 
reference to geographical, functional and sectional considerations and also 
by the criteria of the degree of substitution of informal credit by formal 
credit. The geographical gap would indicate the regional dispersal of 
institutional credit in the rural areas. The functional gap would be measured 
with reference to the needs for rural credit term-wise i.e. short, medium and 
long as well as purpose-wise whether for production consumption, 
marketing or for other needs. The committee was of the strong opinion that 
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the credit gap, both quantitative and quahtative, is so large that given a spirit 
of understanding, both Regional Rural Banks and co-operative societies can 
function side by side without a clash of interest. 
The Dantwala committee was hopeful that "The total replacement of 
rural branches of commercial banks by Regional Rural Banks and their 
branches over a period of time would be acceptable to commercial banks 
and be welcome by the rural clientele. The committee recommended that the 
government of India and RBI should take steps to initiate the process of 
making Regional Rural Banks an integral part of the rural credit structure. 9 
The main findings of the committee on Regional Rural Banks (or i.e., 
The Dantwala Committee) may be summarised as follows. 10 
(1)With some modifications in their organisation and functions, Regional Rural 
Banks "can become a very useful component in the totality of rural credit 
structure". 
(2) The Dantwala Committee is convinced that within a short period of two years, 
Regional Rural Banks have demonstrated their capability to serve the purpose 
for which they were established. 
(3)The Regional Rural Banks have established "their image as a new type of 
institution catering to the credit needs of a class of borrowers to whom 
institutional credit was hereto not available." 
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(4) Hence, the Dantwala committee does not approve of the idea of scrapping 
Regional Rural Bank structure. 
(5) Regional Rural Banks are well suited for the purpose of "progressively filing 
up the gap of rural section." 
(6) Hence, the programme for establishment of more Regional Rural Banks 
deserves to be accelerated. 
(7) In the Dantwala committee's view establishment of Regional Rural Banks 
"will not disturb the co-operative credit structure at the base level. "It is assured 
that the recognised Primary Agricultural Co-operative Credit Societies and 
Farmers Services Societies, wherever they can be effectively organised, will 
constitute "the base of the rural credit structure". 
(8) Regional Rural Banks should "function at the intermediate level". 
(9) As regards Regional Rural Bank's relationship with the co-operative credit 
structure "Where the co-operative institutions at the intermediate level (Central 
Co-operative Banks, i.e.. District Central Co-operative Banks) and at the retail 
level ( i.e. Primary Agricultural Co-operative Credit Societies and Farmers 
Services Societies) are weak and inadequate. Regional Rural Banks can fill up 
the gap." 
(10) In the first instance, Regional Rural Banks should be extended to such areas 
where the Central Co-operative Banks (i.e. DCC Banks) are not able to 
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adequately service Primary Credit Societies within their jurisdiction. Where the 
co-operative structure at the intermediate level (i.e. DCC Banks) is fairly 
strong, the question arises as to whether Regional Rural Banks and the co-
operative pattern at the intermediate level (i.e. DCC Banks) can co-exist. 
The Dantawala Committee is of the opinion that " the credit gap, both 
quantitative and qualitative, is so large that given a sprit of understanding, both 
Regional Rural Banks and CCBs (i.e. DCC Banks) can function side by side 
without a clash of interest. This means that the most relevant criterion for the 
selective extension of Regional Rural Banks is the state of co-operative credit 
structure at the district level." 
In as many as 182 districts the CBS (i.e. DCC Banks) are weak. The 48 
Regional Rural Banks established so far cover 55 of these 182 districts. To start 
with programme of establishing new Regional Rural Banks should be jointly 
chalked out by the Agricultural Credit Department and the Department of 
Banking Operations and Development of the Reserve Bank of India in 
consultation with the State Governments and commercial banks. 
(1 l)Commercial banks operating in the 'command area' of a Regional Rural Bank 
should be persuaded to "progressively entrust their rural credit business, which 
their rural branches are currently doing, to Regional Rural Bank and its 
branches, keeping in view Regional Rural Bank's capability to shoulder the 
responsibility. 
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(12) In the opinion of the Dantwala Committee. "The total replacement of rural 
branches of CB's (i.e. Commercial Banks) by Regional Rural Bank and their 
branches over a period of time would be acceptable to CBs (i.e. Commercial 
Banks) and be welcome by the rural clientele." 
(13) There has been since 1969 rapid expansion of rural branches of commercial 
banks. The Dantwala Committee has suggested that the Reserve Bank may 
discuss with the commercial banks "the policy of extension of their rural 
branches during the first phase if selective establishment of Regional Rural 
Banks. The committee has recommended that the Government of India and the 
Reserve Bank may take steps to initiate the process of making Regional Rural 
Banks an integral part of the rural credit structure." 
(14) The Dantwla Committee is of the opinion that "ideally. The jurisdiction of a 
rural bank (i.e. Regional Rural Bank ) should be confined to one district. Since 
the size and the state of economic development of districts very a great deal, it 
is advisable to retain some flexibility in this and other related matters." 
Naturally one Regional Rural Bank should cover a population of 10 to 10 lakhs. 
From the angle of financial viability and managerial efficiency, the reasonable 
number of branches (per district) of each Regional Rural Bank will be between 
50-60. Each Regional Rural Bank would cover approximately a population of 
about 20,000. 
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The Kelkar Committee 1986 : 
The report of the working group on Regional Rural Banks, 1986 
headed by Mr. S.M.Kelkar, made a number of recommendations of which 
two require to be considered very seriously in the context of a moratorium or 
recovery debts and subsequent debt relief legislation liquidating private 
loans taken by the weaker sections from the village money-lenders. With the 
supposed disappearance of the village moneylender, Regional Rural Banks 
were stipulated as an institutional infrastructure to fill up the credit vacuum 
effectively. Thus, the Regional Rural Banks have been the small man's bank 
in the rural areas. The Kelkar committee has strongly recommended the 
retention of this small man's bank image of Regional Rural Banks even in 
the face of mounting losses already incurred by these banks. Already certain 
sections are raising doubts abuot the wisdom of this recommendation 
specially since, as they point out, seventy percent of cultivated land is under 
the operational holding of medium and large farmers. Kelkar committee, 
however, is confident that its other recommendations about providing 
refinance facilities at subsidise interest rates by the sponsoring banks, 
assistance to be extended by the state governments who are 35 percent 
share-holders of the Regional Rural Banks in recovery of dues and is 
providing infrastructure and consultancy services and increasing of paid-up 
capital of each Regional Rural Bank Rs.25 Crores to Rs. 100 Crores with the 
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allowance that the Regional Rural Banks may earn higher rates of return by 
investing part of their SLR deposits in government securities, together will 
be successful in wiping out the losses and turn these nascent institutions in 
profit making bodies. Thus there is no need to give up the image of the small 
man's bank and take to financing the big borrower, n 
Secondly, the Kelkar Committee has stressed the need to impart 
training to the Regional Rural Bank staff in its own perspective of business. 
This point cannot be stressed for enough. In the beginning of this report, we 
have stressed the fact that the Regional Rural Bank has to take the place of 
village moneylender sans the stigma associated with him. There is no 
denying the fact that the Regional Rural Bank staff as well as their 
counterparts in the commercial banks has an urban bias in their training. 
There is a need to develop a son-of-the-soil orientation of the village 
mahajan. A large parts of the problem of overdue and non-recovery arises 
because of the lack of moneylender type expertise of Regional Rural Bank 
staff As has been pointed out by the H.R.Suneja, it may be necessary to 
explore and tap other sources of income of the borrower than the sale of his 
main crop only, such as wages earned by members of his family, other 
incidental incomes from fruit trees, handicrafts etc. A veteran banker as he 
is, he has explained in his book how a personal call by the bank manager 
always helps in the matter of recovery of loans. Does not it all sound like the 
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modus operandi of the hated mahajan? Yet the Regional Rural Bank has to 
organise all this with the help of its staff in the name of public good and 
survival of the system of credit aid for the downtrodden. It calls for a wise 
and discreet use of the intimate knowledge of sources of income of the 
family of the borrower and the training of the staff accordingly. 
Khusro Committee (1989): 
Considering the serious organisational problems that are built into the 
Regional Rural Banks, the Agricultural Credit Review Committee (1989) 
under the Chairmanship of Dr.A.M.Khurso recommended the merger of 
Regional Rural Banks with their sponsor banks. Their critical deficiencies 
related to the steep decline in profitability, poor recoveries and problems 
relating to management and staff The accumulated losses in respect of 157 
Regional Rural Banks at the end of December 1986 was estimated to be 
Rs.9,431 Lakh which had wiped off the entire share capital of 177 Regional 
Rural Banks. The committee observed that the insistence on lending 
exclusively to weaker sections with low interest rate margins. Lack of cross-
subsidisation possibilities and high operating cost of handling small loans 
were the major reasons for erosion of profitability of Regional Rural Banks, 
as against a gross margin requirement of 3.20 percent with an average 
transaction cost of 6.90 percent. The recovery performance was also found 
to be abnormally low, leading to the choking out of the credit-recycling 
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channel. Wilful defaults, misuse of loans, lack of follow-up, wrong 
identification of beneficiaries, advancing benami loans, employee unrest 
were also rampant. The committee unequivocally expressed that the logic 
and rationale, which justified or perhaps even necessitated the setting up of 
Regional Rural Banks do no longer exist. The Khusro Committee 
recommended that the " Regional Rural Banks would stand oblished as legal 
entities."12 
Bhandari Committee (1994); 
The Bhandari Committee set up by the Government of India for 
restructuring and revival of Regional Rural Banks, actions were initiated in 
respect of 49 Regional Rural Banks during the year 1994-95. The 
Government of India had provided a sum of Rs. 150 Crore for 
comprehensive restructuring of 49 Regional Rural Banks. 
The committee advocated that professionals and not politicians to be 
nominated to the boards, the directors on these boards, be at least of the 
status of Chairman of a sponsoring bank or any Regional Rural Bank and 
surplus funds to be parked in U.T.I, schemes, fixed deposits in profit 
making, term lending institutions, bonds of nationalised banks approved by 
credit rating agencies, bonds of profit making PSUs & NCDS of blue-chip 
companies. Further, the committee was of the view that the Regional Rural 
Banks be allowed access to the credit portfolio of sponsoring banks and 
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raising of paid up capital of each Regional Rural Bank to Rs. One Crore by 
March 1995.In line with the Bhandari Committee's recommendation, the 
branch licensing policy for Regional Rural Banks was modified in June 1995 
as follows: 
(a) 70 Regional Rural Banks, free from the service area obligations, were 
given freedom to relocate their loss making branches preferably within the 
same block or convert them into satellite/mobile office, (b) Two loss making 
branches of the same Regional Rural Bank within five Kms were permitted 
to merge; (c) Regional Rural Banks with service area obligations were free 
to relocate loss-making branches at specified centres' within their service 
area; (d) such Regional Rural Banks branches into satellite/mobile offices, 
provide such conversion would not impair conversion would not impair the 
performance of SAA obligations, (e) two branches of the same Regional 
Rural Bank within five kms in a geographically contiguous service area were 
allowed to be merge; (f) these Regional Rural Banks were allowed to open 
new branches at 'Specified Centre' within their area of operation. Banks 
were advised to set up 100 specified branches in 85 identified districts to 
meet the requirements of small-scale industries. 13 
I l l 
Expert Group on Restructuring of Regional Rural Banks 
(Dr. N.K. Thingalaya - 1994-95); 
An expert group under the Chairmanship of Dr. N.K.Thingalaya, 
Chairman and Managing Director, Syndicate Bank has been constituted by 
the Reserve Bank of India to monitor the progress and to examine the major 
policy issues concerning the managerial and financial restructuring of 
Regional Rural Banks. The Expert Group has given it interim report to the 
RBI listing out several measures to be taken in the direction of policy and 
procedural reforms. Most of the select 49 Regional Rural Banks have drawn 
up their Development Action Plans in consultation with NABARD and 
sponsor banks (MOUs) Memorandum Of Understandings have been entered 
into between the sponsor banks and Regional Rural Banks. Government of 
India has since released Rs.180 Crore as their share of 50% while, the 
remaining equal amount will be provided by the sponsor banks and 
respective State Government in the ratio of 35% and 15 % respectively.]4 
Basu Committee (1995 -96) : The Basu committee set up by 
NABARD recommended in December 1995 for selection of 68 Regional 
Rural Banks for comprehensive restructuring under phase during 1995-96. 
The Basu Committee recommended initiatives primarily in the area of 
interest rates, relocation of branches, credit allocation, direction of credit and 
manpower policy in simultaneously with infusion of the capital. The 
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committee identified 68 Regional Rural Banks to be revamped under the 
second phase. In addition, the Government of India identified two more 
Regional Rural Banks, one each from Assam and Orissa, and thus there were 
70 Regional Rural Banks, in all, for restmcturing during the second phase. 
During 1995-96 a sum of Rs. 223.57 Crore was released by the Government 
for cleaning the Balance Sheet of 53 Regional Rural Banks under the second 
phase. 
The Union Budget for 1996-97 has made a further provision of Rs.200 
Crore for such restructuring. The restructuring process was sought to be 
made durable by extending to the Regional Rural Banks prudential norms of 
income recognition and assets classification from 1996-97 with a view to 
widening the investments options by Regional Rural Banks, the 
recommendation of the working group (Chairman Shri K.K.Mishra) on 
funds management in Regional Rural Banks are under active consideration. 
In order to broad base their range of activities, relating to investment options 
strengthening of cash management, modification in accounting standards, 
participation in consortium lending etc., for Regional Rural Banks which are 
under consideration. 15 
Objectives of Regional Rural Banks : 
The rural areas were suffering from acute problems of poverty, 
unemployment, underemployment and stagnation, a substantial sector of 
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rural population is living below poverty line. The life of marginal farmer and 
land-less labourer is characterised by hunger and malnutrition, the only 
effective solution of problem is to raise the incomes of the poorest groups by 
increasing number of productive jobs available to them. 
The aim of rural banks is that to bridge the credit gaps existing in the 
rural areas and they are supposed to be effective instrument of economic 
development in rural areas. The rural banks shall extended productive credit 
of the rural community, their major role supplementing the activities of Co-
operative and supplanting the lending at high cost by money lender. They 
shall act as a vital instrument to lift the masses towards socio-economic 
development. 
The objective of the rural bank is, therefore, to help the weaker 
section in the rural areas by providing credit to suit their requirements. 
The following objectives were visualised for the establishment of RRBs: 
• To develop rural economy. 
® To provide credit for "agriculture, trade, commerce, industry and other 
productive activities in rural areas." 
• To provide "Credit and other facilities particularly to the small and 
marginal farmer, agricultural labourers, artisans and small 
entrepreneurs". 
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• To provide credit "for matters connected with an incidental to" rural 
economy. 
• To reduce dependence of rural people on moneylender (Sahukar). 
• To fill the gap created by moratorium on borrowing from moneylenders. 
• To help the poor financially for their consumption needs. 
• To reach those far-flung areas, particularly backward & tribal areas, and 
to make such areas economically better. 
• To bring down the costs of rural banking 
• To provide the benefit of economic development. 
• To the weaker section of the rural people. 
• To inculcate banking habits among the rural people and providing many 
types of banking facilities all of which have a role to play in rural 
development. 
• To provide the minimum infrastructure facilities at most of the un-
banked centres in rural areas. 
The sponsor bank will aid and assist the Regional Rural Bank sponsored 
by it in several ways 33. The sponsor bank shall subscribe to the share capital 
or Regional Rural Bank, it will assist the Regional Rural Bank in its 
establishment "recruitment training of personnel and in general provide such 
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managerial and financial assistance as may be mutually agreed upon 
between sponsor banks and Regional Rural Bank, ig 
Growth of Regional Rural Banks in India (1975 -1996);Functionallv and 
Geographically Regional Rural Banks have covered almost the whole 
country. 
Rural Branch Expansion: An important task assigned to the Regional 
Rural Banks since their establishment in the spread of Banking facilities in 
the remote rural areas and rural hinterlands. The Primary objective of branch 
expansion by rural bank is to spread organised banking facilities in the rural 
areas with a view to promote banking habit of the people. The role of 
Regional Rural Banks in extending branch network in the rural areas can be 
observed from Table: 3.1:Growth of Regional Rural Banks in India 
(1975-1996) 
As at 
the End 
of 
Regional 
Rural 
Banks 
Opened 
Total No. 
of 
Regional 
Rural 
Banks 
No. of 
Branches 
Opened 
Total No. of 
Branches 
No. of 
District 
Covered 
75 6 6 17 17 12 
76 34 40 472 489 84 
77 08 48 698 1,187 99 
78 03 51 566 1,753 102 
79 09 60 667 2,420 111 
80 25 85 859 3,279 144 
81 22 107 1,516 4,795 182 
82 17 124 1,396 6,191 214 
83 26 150 1,604 7,795 265 
84 23 173 2,450 10,245 307 
85 15 188 2,361 12,606 333 
86 06 194 232 12,838 351 
87 02 196 515 13,353 363 
88 - 196 567 13,920 369 
89 - 196 359 14,279 370 
90 - 196 232 14,511 380 
91 - 196 20 14,531 385 
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92 - 196 008 14,539 392 
93 - 196 004 14,543 398 
94 - 196 000 14,542 408 
95 - 196 000 14,509 425 
96 - 196 000 14,497 427 
Source : - NABARD, Mumbai, March 1996, Statistics on Regional Rural 
Banks. 
It is evident from the Table that the growth Regional Rural Banks 
became sluggish during the period 1977 to 1979, obviously due to political 
upheaval which resulted in the formation of the Government in the Central 
with a different hue nevertheless, the tempo of grov^h got momentum from 
1980 onwards. The Table reveals that in the last two decades (i.e. between 
1975 -1996) the expansion and the area of operation of Regional Rural 
Banks have been impressive as at the end of March 1996 there were 196 
such banks in country covering 427 districts with 14,479 branches as against 
only in the begirming covering 12 districts with 17 branches only over the 
period, this branch expansion increased by 856 times between 1975 and 
1993 whereas it decline slightly between 1975 - 1994 and 1975 -1995. It 
further improved a little between 1975 and 1996. The overall performance 
shows that Regional Rural Banks have made great in roads into the rural 
areas by spreading a large number of branches. The massive branch 
expansion programme by Regional Rural Banks was possible due to liberal 
branch licensing policy pursued by Reserve Bank of India. Besides this 
encouragement they received form sponsor banks also helped then in this 
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direction. This slightly increase or decrease was due to the fact that 
sometimes some branches were closed down at some places and some 
branches either re-opened or new branches were commission. 
Table:3.2: Regional Rural Bank (March End 1996) 
States No. of RRBs District Covered Branches 
(Nos) (Nos) 
Andhra Pradesh 16 23 1125 
Arunachal Pradesh 1 5 19 
Assam 5 23 404 
Bihar 22 50 1886 
Gujrat 9 17 428 
Haryana 4 15 291 
Himachal Pradesh 2 4 129 
Jammu & Kashmir 3 12 268 
Karnataka 13 20 1074 
Kerala 2 6 269 
Madhya Pradesh 24 44 1603 
Maharashtra 10 17 589 
Manipur 1 8 29 
Meghaliya 1 4 51 
Mizoram 1 3 54 
Nagaland 1 7 8 
Orrisa 9 29 819 
Punjab 5 12 210 
Rajasthan 14 31 1065 
Tamilnadu 3 8 208 
Tripura 1 3 90 
Uttar Pradesh 40 65 3035 
West Bengal 9 19 864 
Total 196 425 14518 
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Management of Regional Rural Banks; 
Each Regional Rural Bank operates within the local limits specified 
by a notification. Each Regional Rural Bank is sponsored by a pubic sector 
bank which provides assistance by subscribing to its share capital, providing 
such managerial and financial assistance as may be mutually agreed upon 
and helping in the recruitment and training of personnel during the initial 
period of its functioning. 
The management of each Regional Rural Bank is vested in the nine 
member Board of Directors headed by a chairman who was usually an 
officer of the sponsor bank but appointed by the Government of India. In 
addition, the Central Government nominated three directors (of whom one 
was from Reserve Bank of India) the concerned state government has two 
directors while the sponsor bank nominated the balance of three directors. In 
some cases non-official were nominated as government or sponsor bank 
directors. In terms of a later amendment to the Regional Rural Bank Act, 
following the recommendations of the Kelkar Working Group (1986), the 
composition of Board in addition to a chairman is to be as under:-
Govemment of India 2 Non Officials 
Reserve Bank of India 1 Official 
NABARD 1 Official 
Sponsor Bank 2 Official 
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State Government 2 Official 
In discharging its functions the Board of Directors is required to act 
on business principles and in accordance with the defective issued by the 
Government of India, after consultation with the Reserve Bank. 
Business of Regional Rural Banks : 
Every Regional Rural Bank shall carry on and transact the business of 
banking as defined in clause (b) of section 5 of the Banking Regulation Act, 
1949 and may engage in one or more forms of business specified in sub 
sections (1) of section 6 of this Act. Every Regional Rural Bank shall 
particularly undertaken the following types of business namely: 
a. To grant loans and advances, particularly to small and marginal farmers 
and agricultural labourers, whether individually or in groups and to Co-
operative Societies including Agricultural Marketing Societies, 
Agricultural Procession Society, Co-operative Farming Societies, 
Primary Agricultural Co-operative Societies for farmer service societies 
for agricultural purpose or agricultural operation or for other purpose 
connected therewith. 
b. To grant loans and advances particularly to artisans, small enterprise and 
persons of small means engaged in trade, commerce or industry and other 
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productive activities within the notified area in relation to Regional Rural 
Banks. 16 
The Regional Rural Banks in India have undertaken all such activities as 
may be helpful in raising the living standards of rural people. To obtain 
these objectives have fallen in line with the Government sponsored schemes 
by adopting as strategy to improve economic and social life of a specific 
group of people. 
The Regional Rural Banks in India have extended their activities in 
full swing in respect of IRDP, 20 point programme, District Credit Plan and 
NABARD schemes. They have also extended substantial share to advance to 
SC and ST. The Regional Rural Banks have also adopted villages in their 
area of operation and Regional Rural Bank branches are catering the credit 
needs of the resident of these villages. 
Capital Structure of Regional Rural Banks : 
According to Regional Rural Banks Act 1976, the authorised capitalof 
each Regional Rural Bank will be Rs. One Crore. The Central Government 
may however, increasing or reduce it in consultation with Reserve Bank of 
India and NABARD and the sponsor bank. The issued capital of each 
Regional Rural Bank will be Rs. 25 Lakhs. An Amendment bill was passed 
on 17* December 1987. According to this bill the authorised share capital is 
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raised to Rs. Five Crores and the maximum issued capital will be Rs. One 
Crore. 
Of the total issued capital 50% will be subscribed by the Central 
Government, 15% by the State Government Concerned and 35 % by the 
sponsor bank. There is a provision for increasing the issued capital by the 
Board of Directors with prior approval of Central Government. The share of 
the Regional Rural Banks will be treated as trustee securities ( for the 
purpose of section of 20 of the Indian Trust Act, 1987) and shall also be 
treated as approved securities (for the purpose of Banking Regulation Act, 
1949). 
The share capital provided to the Regional Rural Banks is cost free 
fund, which acts as a cushion in their operations and helps them in achieving 
viability. But it may be noted that paid up capital of Rs. 50 to 70 Lakhs is of 
hardly any significance to the bank. The Regional Rural Banks resources 
mainly consist of deposits and borrowings. 
The Reserve Bank of India gives financial assistance to Regional 
Rural Banks by way of loans and advances from National Agriculture Credit 
Fund. The RBI is also empowered to vary in respect of the percentage 
governing maintenance of liquid assets in relation to demand and time 
liabilities of banking company. 
122 
Credit Deposit Ratio of Regional Rural Banks ; 
The important indicator for evaluating the performance of Regional 
Rural Banks is credit deposit ratio. The credit deposits ratio of Regional 
Rural Banks in India was 50% in 1975 which increasing to 170 by June 
1979. However, after June 1979, there was a great deal of fluctuation in 
credit and deposit ratio, varying from 136 in December 1979 to 99 in June 
1988. The latest credit deposit ratio by the end of March 1996 came to 53 
percent. Though the ratio shows a declining trend, comparing with the 
commercial bank, the present credit deposit ratio of Regional Rural Banks is 
not satisfactory. 
Role of Regional Rural Banks : 
The Review Committee has suggested that in order to make the 
functioning of Regional Rural Banks successful, they will have to be given 
more active support from the state governments and there will have to be 
more sponsoring commercial banks. To make the Regional Rural Banks 
more successful, there will have to be more meaningful co-operation 
between the Co-operative Societies and the branches of the Regional Rural 
Banks & there will have to be more active and effective local participation. 
The Review Committee reiterated the need for having greater local 
equity holding. But the critics point out that while increasing local 
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participation by way of share holding would be welcome in one way, there 
is, however, the danger of concentration of holding of shares in the hands of 
a such and powerful group. This means while increasing local participation 
care will have to be taken to see that their holding widely dispersed. 
The Review Committee has done good service according to some 
critics, by emphasising the need for fiill scale Regional Rural Banks 
sponsored by commercial banks of course these Regional Rural Banks 
should not supplant or replace other financial institutions in rural areas, but 
suitably supplement them. If there is no possibility for branches of 
commercial banks covering the whole of the rural area in the near future and 
it at the same time resources of commercial banks are to be utilised in rural 
areas, such Regional Rural Banks sponsored by commercial banks are best 
financial institution. Thus while allowing their due rule in Co-operative 
Societies and branches of commercial banks steps will have to be taken to 
improve the working of the Regional Rural Banks. 
Some critics have criticised Review Committee on the ground of 
evasiveness in respect of the rate of interest charged by Regional Rural 
Banks on loans given. At present the Regional Rural Banks are not allowed 
to charge different rates of interest to different categories of rural borrowers 
while commercial banks are allowed to do this. It is difficult to see the logic 
of a system in which a farmer can bon'ow from a commercial bank at a 
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lower rate of interest than from a Regional Rural Bank or from a co-
operative society, particularly when it is know that the borrowers from 
commercial banks are likely to be less weak than those borrowing from the 
special rural financial institutions, like a co-operative society. 
Co-operative Vs Regional Rural Banks; 
It is maintained that a dispassionate view and analysis of the frequent 
changes in organisational structure of rural finance and introduction of new 
and newer financial institutions in the area of rural finance since the days 
social control was introduced in 1968, betrays impatience on the part of 
policy makers and hasty and almost panicky effort to reach out to the poorer 
sections of the rural community and show quick results. This impatient an 
unplanned approach seems to characterise for example social control, 
nationalisation of 14 commercial bank, setting up of the banking schemes, 
the Regional Rural Banks, farmers service sociefies and so on. 
The critics are especially the co-operators maintain that one important 
reason why public sector commercial banks and the Regional Rural Banks 
have not and will not be successful in achieving their objective of providing 
satisfactory finance to the rural sector of the rural community for which they 
have been brought into field in the nature of their organisational set up. 
While the Co-operative are democratic institutions the commercial banks 
and even Regional Rural Banks are bureaucratic institutions. They are not 
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likely to succeed in enlisting the co-operation of the rural public and co-
operation of rural public and command their support and participation. 
It is pointed out that instead of through public sector commercial 
banks and RRBs, the credit needs of the small farmers and other weaker 
sections of the rural community could be met more satisfactorily even in 
areas where the district central Co-operative Banks (the DDC Banks) are 
weak in another but more satisfactory way. This could be done by allowing 
the state co-operative banks to open up their branches in these districts or 
alternatively by allowing the central Co-operative banks in adjoining areas 
to cater the credit requirements of these districts, such an arrangement would 
keep the democratic nature intact. Besides because of the familiarity of the 
state / district central co-operative banks with the rural situation, they would 
be in a better position both to command the confidence of the village public 
and also to understand and appreciate their requirements in a better way and 
t meet then in a more effective manner. 
It is pointed out that the idea of the state co-operative banks opening 
to branches in the co-operatively backward districts is not an altogether 
novel idea, for example, in the context of credit, credit gap in some parts of 
the state of Maharashtra, the study team of the Reserve Bank of India once 
made the following recommendations. 
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"The Maharashtra State Co-operative banks also could go into some 
of the 96 blocks with a view to financing primary agricultural credit 
societies directly by passing the co-operative bank of the district. 
If the state Co-operative banks decides to step in the Reserve Bank of 
India, may permit it to open its Branches in these areas and also consider 
providing refinance on behalf of the societies." 
The critics pointed out that if various financial facilities and 
concessions in the fonn of share capital etc. that are provided by the 
Government the Reserve Bank and public sector banks to the RRBs are also 
provided to the state, state Co-operative Banks and specially to the district 
central co-operative bank, Co-operative societies would be in a position to 
strengthen themselves even in districts which are at present dubbed as co-
operatively backward districts and to be in a position to play amore effective 
role in rural areas than RRBs. The co-operators are, therefore, pleading that 
similar financial concession and assistance to be given to co-operatives also. 
Another point that is made by co-operator critics is that rather than 
establishing new institufions like the RRBs, what is really necessary in the 
context of adequately meefing the financial needs and requirements of small 
and marginal farmers and poor artisans in rural areas, is the provision of 
consumption loans. Though at present the Reserve Bank has recognised 
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advancing of loan for consumption purposes "within the stipulated overall 
and purpose-wise limits for the approved purposes." 
The refinance facilities against such finance have not been made 
available from the Reserve Bank of India, although the consumption finance 
is considered as admissible involvement of the owned funds of the 
institutions for the purpose of sanctioning appropriate agricultural credit 
limit for it. 
"Once the Reserve Bank recognises consumption loans as a legitimate 
purposes of business of the co-operative banks, there is not reason why it 
showed hesitate providing a specific line of credit against such finance." 
Yet another difficulty which comes in the way of Co-operative Credit 
Societies providing adequate finance to the agricultural sector in the 
requirement of clearing the entire loan account on a particular stipulated 
date, even though the agricultural produce might not have been marketed by 
them. 
This stipulation renders quite a number of agriculturists ineligible for 
fresh loans. No such fiill repayment is insisted upon in the case of 
commercial banks. Hence, if the operafions in the account of cultivator 
member adequately reflex this production and other income earning 
activities, then without insisting on the debt balance on his account 
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becoming hit at any point of time during the year, he should be allowed to 
operate the credit limits as warranted by this requirements for productions as 
well as for legitimate consumption purposes." 
Instead of making hectic alteration in the organisational structure of 
rural finance by adding more RRBs to the already crowded scene, it would 
be worthwhile to concentrate on introducing operational reforms for 
removing the rigidities in the co-operative credit discipline. 
The critics point out that while the planners are trying to increase the 
share of co-operatives in agricultural finance over the next five years at an 
annual growth rate of 20% in case of short term loans and 30% in the case of 
medium term loans the proposal to start and expand really mean taking away 
almost half the potential business visualised by the planner for the co-
operatives, the two view point apparently cut across each other. 
From the above analysis, the nature of the controversy that is waging 
between the co-operative credit societies and the Regional Rural Banks 
would be clear. 
On behalf of the Regional Rural Banks, the Dantwala Committee 
appointed in June 1977 (i) to evaluate for performance of the RRBs in the 
light of the objectives for which they were established, (ii) to indicate their 
precise role in the rural credit structure, and (iii) to make recommendations 
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with regard to the scope, methods and procedure of their functioning and 
other matter concern to the enquiry, but forward the following arguments. 
The committee look into account, "the weakness and short comings of the 
PACs and also the fact the strenuous efforts made over the past almost two 
decades to pour them on a sound fooling have not yielded expected results 
we are firmly convinced that there are no short cuts to strengthening the o-
operative credit structure at the base level No innovation, however 
ingenious, at the intermediate level can wholly make good the deficiencies 
of the base level institutions." 
The committee is convinced that Regional Rural Banks are needed to 
make good some of inadequacies in the existing rural credit system and that 
the RRBs can make substantial contribution towards improving the quality 
and quantity of credit flows to the rural areas by becoming an integral part of 
the rural credit structure. 
The committee, therefore, opined that the Regional Rural Bank 
system should be extended to such areas where the DCCBs are not able to 
adequately serve the PACs, within their jurisdiction. Even where the DCCBs 
are fairly strong, the committee is of the opinion that their credit gaps both 
qualitative and quantitative are so large that "given a sprit of co-operation, 
both the RRBs and DCCBs can function side by side without a clash of 
interest." 
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Commercial Banks and Regional Rural Banks; 
As regards relationship between RRBs and commercial banks 
functioning in rural areas in the opinion of Dantwala Committee, 
commercial banks would prefer to meet the credit requirements of rural 
areas through RRBs and their branches (wherever they are established). 
The committee recommended that the Reserve Bank might discuss 
this issue with commercial banks and take decision regarding further 
licensing of rural branches of commercial banks. "It is obvious that the two 
patterns - one of the RRB and its branches and the other of a rural branch 
network of commercial banks cannot co-exist, it duplication is to be 
avoided." 
The Dantwala committee recommended that where the RRBs are 
established, there should be definite understanding that all commercial banks 
not only the sponsoring banks well hand-over, in phased manner, such of 
their rural credit business to the RRB as would fall within its jurisdiction or 
which it can effectively handle." 
There are at present working in rural areas PACs (Primary Agriculture 
Credit Societies) RRB, lead banks, commercial banks and farmers services 
societies. There is to be no clear demarcation of the areas they are to cover 
or functions they are to perform or clientele they are to cater to there is no 
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clear conception as regards the future role which some of them are to play or 
place which they will occupy in the future schemes of things. Seeing the 
confusion that persists ever among the members of the numerous committee 
that are being set up to sort out all these problems arising out of the 
acceptance of the multi-agency approach to agricultural finance one wonders 
as to how much confusion must be prevailing at the village level, both 
among the personnel running institutions and especially among illiterate 
rural population to whose needs all these credit institutions are meant to 
cater. 
Prospects; 
The concept of Regional Rural Bank is synonymous with rural 
upliftment, the economic emancipation of people, living below the poverty 
line, which is a firm commitment of the Government. RRB is emerging as a 
vital financial insfitution to play a crucial role together with other banks in 
the implementation of Government sponsored schemes aimed at alleviating 
rural poverty. 
Regional Rural Bank is a monument to bring about economic 
transformation of the rural masses at district level organisation RRB can be 
trusted to take banking sector closer to the rural household and enforce more 
effective supervision over the end use of credit. 
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The RRB has penetrated deeper into un-banked rural areas, mobilised 
rural deposits, extended, extensive credit and thereby created new venues of 
employment for small and marginal farmers, rural artisans, land-less 
labourers and petty businessman. As on 31^' March 1996, 196 RRBs in the 
country with 14,497 offices had mobilised, deposits to the time of 
Rs.l4,18790.32 Lakhs from 3,88,57,716 depositors and provided credit to 
them of Rs.7,50,502.54 Lakhs to 1,26,59,365 borrowers. 
RRBs have yet to traverse a long path of growth and development 
inspite of a set-back manifested in recurring losses, RRBs are expected to 
play a vital role in the new strategy on rural credit designed to serve every 
village in the country together with other commercial banks. "Under the 
proposed disposition each bank branch in the country will have a designated 
service area". In the neighbourhood of the branch "the branch will be 
primarily responsible for meeting the appropriate credit needs of its area." It 
will be appreciated that the role of RRB in the new strategy of serving the 
credit needs of the village community is going to be very crucial in time to 
come. The very centre to the planning process of our country is the reduction 
of poverty, especially in rural areas and in the process RRB is going to ac as 
an arum of the Government in multi-pronged strategy. "As district level 
organisations they can be trusted to take banking closer to the rural 
households endure effective supervision over the end use of credit". There 
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should be no doubt that RRBs have a promising future as an effective 
instrument in the economic growth and upHftment of the never cared for and 
down traders section of Indian society, particularly in rural areas. Let wish 
god speed to Regional Rural Bank movement in India. 
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CHAPTER- IV 
PROBLEMS AND PROSPECTS OF REGIONAL RURAL BANKS 
India basically is land of villages. Rural economy dominates the 
economic scene of the country even after speedy urbanization in recent past. 
Regional Rural Banks were established in the country to give lift to the rural 
based economy of the country. Transformation (socio-economic) of India's 
rural folk will usher an era of prosperity of the country. Regional Rural 
Banks combine in good point of cooperative and commercial bank both 
eliminating the weakness of the both. The rural bank have the local base and 
rural strength of the commercial banking system. The institution of rural 
banking in the country was started with a view of having a sound banking 
have not delivered goods up to the satisfaction of academicians. There are 
many constraints and impediments in the working of rural banking system of 
the country. 
The credit system of countryside has not bettered. This is true that 
there are many limiting factors to it. And these factors have both deposit and 
mobilization and credit authorization and disbursement. The Regional rural 
banks cannot reach the optimum level unless a proper solution to the 
problem being faced by it is sought. Some of the important problems 
affecting the working of the regional rural banks have been highlighted as 
under along with suitable remedial measures. 
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1. Lack of Banking Habits among Rural Population: 
Traditionally, banking in India has been a commercial endeavour with an 
ultimate object to earn as much profits as possible. Consequently, their 
operations were confined to the metropolitan and port town specially for 
trade, industry and commerce. In such circumstances ignorance of rural 
population about banking and complete absence of banking habits among 
them was quite natural. It is after social control over banks in December, 
1968 subsequent nationalization of the major scheduled commercial banks in 
July 1969 that the policy of these banks was diverted from commercial 
aspects to developmental aspects. These banks were given the responsibility 
to reach the rural segments and accelerate the pace of economic 
development by providing banking facilities in the rural, neglected and 
remote areas. 
Till nationalization of the major scheduled commercial banks, India's 
rural masses, who are generally illiterate were totally unaware of banks and 
the facilities being provided by them. Though the policy of the government 
of India and Reserve Bank of India has been to develop banking in rural 
areas at an ever increasing rate and a number of new schemes have been 
enfDrced for this purpose the rural public has not so far become properly 
aware of the banking facilities. Since decades, these villagers have been 
under the cluches of the village money lenders and Indigenous bankers-
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neither there money lenders and indigenous bankers leave the poor 
borrowers nor they themselves want to get rid of them. This is all because of 
the lack of banking habits among these people who are not being adequately 
developed inspite of implementing various plans and programmes for the 
development of banking and banking habits among poor rural masses by 
RBI and the government of India. 
Besides being illiterate, Indian villagers are conservative and do not 
want to make any improvement in their routine function. No doubt, a 
majority of them have been coming towards banks especially after the 
development of regional rural banks in the rural and neglected areas, but the 
position is still much far from satisfactory. This is the major problems which 
has an adverse effect upon the working of the regional rural banks in India. 
2. Lack of Local Participation: 
Regional Rural Banks have not received sufficient local participation. The 
regional rural banks have been thrust upon the rural people from above 
without involving local people in its operation and management. In this 
connection, it is suggested that knowledgeable persons in the rural areas 
needs to be associated with the management of regional rural banks. Rural 
people need to be persuaded to subscribe to share capital of regional rural 
banks which is at present confined to central government. 
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3. Difficulties in Recovery of Loans and Problem of over dues: 
Performance of commercial banks were viewed as a whole cannot be 
considered as satisfactory in respect of recovery of Loans. 
It is found that recovery performance varied from bank to bank, being 
any where from 33 to 79% of demand during 1981-87 and from 32 to 78 per 
cent during 1991-97i. 
It was observed that not all over dues were of the nature of bad debts. 
It was also pointed out that it was not the over dues of agricultural loans that 
worried Regional Rural Banks as much as over dues in respect of advances 
to small scale industry. This was so because in the case of over dues of small 
scale industrial units in rural areas the troubles are chronic. 
Main causes of poor recovery of agricultural loans and over dues, as 
reported by a number of banks are as follows: 
a) Natural calamities like floods, drought hits and epidemics resulting in 
death of cattle etc. 
b) Delay disbursement of loans due to factors beyond the control of bank 
and bank officials (such as delay in completion of documents and 
other formalities etc.) 
c) Defective appraisal of loan applications of agriculturists in terms of 
assumptions made regarding prospective yield, inputs etc. 
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d) Unsatisfactory marketing arrangements resulting in agriculturist 
borrowers getting lower than expected prices. 
e) Unforeseen expenses of borrowers due to sickness, litigations and 
such other developments in the family. 
f) Lack of efforts to recover agricultural loans on the part of staff of 
rural banks loans by undertaking the necessary efforts and troubles. 
g) Willful default on the part of certain agriculturists. 
4. More Losses and less Profits: 
It is observed that many regional rural banks are incurring losses. 
Only a few of them are earning profits. It is estimated that regional rural 
banks in the present set up incure losses. Of about Rs. 50 lakhs per day. The 
regional rural banks incure losses due to hike in salaries of staff, poor 
recovery of loans, exclusively lending to weaker section borrowers etc. In 
this connection, therefore it is suggested that regional rural banks need not 
exclusively confine their operations with target oriented beneficiaries. They 
can very well extend their loan activities to benefit non-target groups. In the 
service Area Approach where a block is considered as an operational unit, 
these regional rural banks are deliberately required to cater to the needs of 
all categories of borrowers. However, it is suggested that the regional rural 
banks need to provide 60% of credit to target beneficiaries and 40% to non-
target beneficiaries. 
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Out of 196 regional rural banks as many as 150 have shown losses 
continuously for the last six years and many have completely wiped out their 
equity and reserve and in some regional rural banks, the losses are eating 
into their deposits. The confinement of lending to weaker sections at low 
interest rates, low margins with high cost of servicing, large number of small 
accounts, absence of high yielding of loans and the like have been the major 
reasons for the huge losses of regional rural banks. In fact viability of many 
regional rural banks. Moreover, the regional rural banks being district level 
small institutions and run by middle management staff are often unable to 
take independent decisions in the unfamiliar rural environment. The Union 
Finance Minister in his 1994-95 budget speech announced the proposal of 
taking up a total of 50 regional rural banks for comprehensive restructuring 
including clearing up of their balance sheets and infusion of fresh capital in 
them. It was also decided to extend the process to other regional rural banks 
step by step. However no action yet been taken in this regard. 
Lack of Infrastructural Facilities and Marketing Arrangements: 
Inadequate development of infrastructural facilities, particularly roads 
was a handicap in implementing agricultural credit schemes particularly in 
the interior regions and hilly and tribal areas. 
Marketing facilities were also often inadequate in terms of availability 
of marketing yards, godowns and cold storages (for perishable 
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commodities). Obviously this comes in the way of developing marketing tie 
ups considered crucial by commercial banks for recovery of loans. Due to 
unsatisfactory marketing arrangements, prices received by agricultural 
borrowers were often low uncertain, all this naturally adversely affects the 
recovery of loans by commercial banks to agriculturists. 
Inadequate Deposit Mobilization; 
The deposit mobilization of regional rural banks has remained at a 
very low level. The area of operation for each regional rural bank is confined 
to a district only. In some district again, the number of poor persons is so 
large that they are unable to save anything in the bank due to poverty and 
low per capita income. So when the regional rural banks are asked to touch 
the weaker section population in the rural areas who have very low saving 
capacity, the deposit mobilization stands at a lower level. This seriously 
hampers their business activities. Due to poor deposit mobilization the 
regional rural banks have heavily depended upon external financing agencies 
like sponsor banks and NABARD for borrowing purposes. This is however, 
not a healthy sign for any institution that makes a beginning to grow and 
develop. The PACs in the past faced the same problem and consequently 
most of them become sick due to excessive dependence upon higher 
financing agencies for borrowing. 
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As at the March 1996, the total rural deposits mobilized by regional 
rural banks is Rs. 19187 crores which constitutes a mere 19.5% of the 
deposit mobilized by all scheduled commercial banks rural branches. On the 
other hand, the regional rural banks rural branch network constitute 49.2% 
of rural branches of all scheduled commercial banks.2 There is scope for 
substantial step up in deposits as regional rural bank branches mostly do not 
face any worthwhile competition in its area of operation, being the sole 
fmancing agency. The performance of regional rural banks in deposit 
mobilization is also not uniform with some of the banks recording excellent 
performance and the remaining banks showing average performance. 
On account of poor deposit mobilization, they have depended heavily 
upon NABARD refinancing. It is therefore rightly said that, "only when an 
regional rural bank is able to exploit the potential available for deposits in its 
area of operation and avail refinance to the maximum extent of eligibility, 
then only its performance can be considered satisfactory." 
Rate of vested Interest Groups: 
The regional rural banks are primarily required to provide credit to the 
weaker sections. It is often found that the well to do persons in the locality 
through their influence have managed to procure a sizeable amount of credit 
from the regional rural banks. At times, they have utilized weaker section 
borrowers to procure funds from the regional rural banks under DRI and 
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later persuade them to relent the same at a higher rate of interest. After 
procuring these funds the vested interest class engage themselves sensitive 
actively in money landing business. This leads to serious diversion of 
resources from usefulness to unproductive channels.3 
Lack of Demand for Agricultural credit: 
A few rural banks complained that in some regions the effective 
demand for agricultural credit is much lower than the expected demand. This 
is because the new agricultural technology has not yet become widespread in 
these regions, a position to take only one crop per year. In some parts of area 
study, on the other hand, there is not much demand for agricultural credit as 
many cultivators are in a position to meet the needed expenditure at their 
own. Because of severe competition among commercial banks big 
agriculturists and traders lending money to small farmers for carrying on 
their agricultural operations rural bank have little to do. 
Special Difficulties in Providing credit to weaker sections in Rural 
Areas: 
Some regional rural banks pointed out some difficulties in matters of 
providing credit to the weaker sections of people in rural areas in a big way. 
Some of the important difficulties coming in the way in this matter are: 
i) Unsatisfactory state of Land records, 
ii) Inability of borrowers to provide margin money and sureties. 
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iii)Competition from money lender to whom these people from weaker 
sections of the community are indebted to and are closely dependent on for 
such things as consumption credit, marketing of agricultural produce and 
employment. 
iv) Very small and fragmented holdings and small size of marketable 
agricultural surplus. 
v) Poor progress in the implementation of Land reforms in most of the 
states. 
Uncertain Future of Regional Rural Banks: 
Due to poor deposit mobilization, high mounting of over dues, 
increased losses in regional rural banks, lack of viability and poor morale of 
the staff of the bank etc. have resulted in the propagation of the idea of either 
winding up the regional rural banks altogether or merging them with the 
rural branches of commercial banks. The balance of opinion is in favour of 
merging the bank with rural branches of sponsor banks.4 
Poor attitude and behaviour: 
Many poor people often complain about the kind of behaviour that 
they receive while interacting with service agencies like banks or health 
centres. Many rural poor feel reluctant to approach the banks and do not 
have enough courage because of their lowly livelihood their clothes and their 
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educational level. Problem of attitude and behaviour of the staff become a 
major hindrance for institutions engaged in public service in reaching the 
poor clientele and other socially deprived. 
Absence of Suitable Staff: 
The regional rural banks are not manned by adequate staff The 
managers and field officers belong to the rank of deputed staff of the sponsor 
bank. Other officials belonging to the category of subordinate staff are 
recruited by regional rural banks themselves. Most of the staff recruited by 
regional rural banks lack proper training and guidance. It is really regrettable 
that regional rural banks which came into existence on the premise of 
employing rural educated youth who are properly oriented to look after the 
needs of rural folk due to their local feel and familiarity with rural problems 
could not fulfill the objective of timely recovery of loans and is now saddled 
with huge over dues for lack of effective follow up. Visits to village have 
become infrequent and inspection of assets are conducted in a perfunctory 
manner. 
Organization Constraints: 
Organizational problems are posing a number of difficulties. The 
agricultural population of India is spread over 5.73 lakh villages, of which 
more than half have a population of less than 500. Keeping constant touch 
with of a comprehensive network of branches is a Herculean task. Among 
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other things paucity of adequately trained staff pores the biggest problem. 
The staff will have to be such as knows local languages and different local 
background, traditions and culture of the people and who would comprehend 
problems involved and treat them sympathetically. Finding suitable 
accommodation, preparing suitable and simplified forms keeping in view 
that vast agricultural population in still largely illiterate, making provision 
for security of funds have been and continue to pose various problems which 
will have to be tackled successfully. 
There is another organizational problem which also needs immediate 
attention, (if the country's financial resources are to maximum use of for the 
benefit of agriculture) and give this problems relates to coordination. At 
present a number of financial institutions such as cooperative credit 
societies, commercial banks and regional rural banks are seen operating in 
rural areas of the country. Naturally this has given rise to problems such as 
overlapping of operational areas (both geographically and functionally), 
double or multiple financing, unhealthy competition by these institution on 
agriculturally prosperous areas and on big and well-to-do agriculturists in 
such areas, comparative neglect by these institution agriculturally backward 
areas and of small marginal farmers in general. 
Personnel Constraints: The case studies of rural banks reveals that the 
orientation of the staff of the regional rural banks educated in the colleges in 
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cities is still essentially an urban one. The staff members of officer level or 
above look for a higher salary (including deamess allowance). They have 
not adapted themselves sufficiently to become an integral part of the socio-
economic milieu in which they function. They cannot be completely 
identified with the inhabitants of the village where their branches are 
situated. Given a choice many of them would prefer to shift to commercial 
banks and to settle down in cities. This tendency poses some problems for 
the regional rural banks. Justifications for opening the new rural banks 
would in fact not remain valid. One wonders why regional rural banks 
necessarily should have been staffed by graduates. The working group an 
regional rural banks perhaps did not sufficiently realize that the setting up of 
the new regional rural banks with the kind of staffing pattern recommended 
by the group may not by itself assure the true local involvement of the staff 
members in the villages where they serve. As some economist has warned: 
"Merely bringing down the pay-scales of the bank ftinctionaries of having 
non-decolam" Look-desirable that these are—do not ensure a cultural 
affinity with the rural people. 
The presumed lower cost structure of the regional rural banks at 
present compared to that of the rural branches of the commercial banks 
which is advances as one of major arguments justifying holds at present may 
not remain strong in the coming years. One view (allegedly subscribed by 
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the officials of India) is that the salary structures of the regional rural banks 
even at present are not too much lower that those of commercial banks and 
may become. Comparable with them over time with a staff of graduates who 
have been given training by the sponsoring commercial bank in some of the 
banks it could become difficult for the regional rural banks to retain them for 
a long time at salaries much lower then those provided by the commercial 
banks in rural as well as urban areas. Even though it is believed that trade 
Unions cannot go beyond the regional rural bank Act. There are indications 
of the formation of 'staff association' in some of the regional rural banks 
(For example among some of the regional rural banks sponsored by the 
Punjab National Bank) with the objective of impressing upon the 
management the need to increase their salaries, etc. Bhabatosh Datta had 
recently warned about the inevitability of there problems leading to the 
setting up of the regional rural banks to quote. 
The argument about the cost-structure involving pay scales and 
staffing pattern is not really very strong. It will be difficult to maintain for a 
long time two types of pay scales in each area for the similar work. It will 
not be possible to get the work done only through local recruits and there 
will have to be a regular and free flow of personnel between the parent 
offices and direct branches or subsidiaries. As has been experienced in other 
spheres, there will emerge soon a strong pressure for merging the cadres.5 
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Lack of Political maneuvering: 
The political maneuvering of institutional borrowing cannot be 
neglected. On many occasions, people borrow from the regional rural banks 
expecting it to be a kind of one time grant by some politician who might try 
to appease them by writing off the loans. This has happened several times in 
the past and has eroded the credibility of the banking system including the 
regional rural banks. It has also adversely affected the willingness of many 
borrowers to repay such loans. 
This is most misfortunate that the regional rural bank also other 
commercial bank in rural sector have to work under heavy political pressures 
and tensions. This can not be denied that much has been done since 
independence to improve the rural credit system. As a result substantial 
infrastructure has been built up but a sad part of the story is that it has been 
politicized to a large extent for the benefit of the party in center. As a result 
of the variety of experiments with giving subsidized Loans or forgiving 
debts etc the rural credit system is in shambles today. The Finance Ministere 
himself has conceded that the entire rural credit system, is in deep trouble 
but to ascribe it mainly to the "disastrous scheme of Loan Waiver" is only 
partially true. 
Politicians have used rather abused and misused the rural banking 
system for their political ends. To the utter surprises of economists the 
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politicians have used the banks for creating and enlarging their vote bank. 
All poverty alleviation programme have resulted in getting rich to the so 
called regional rural leaders. Regional rural banks have to dance according 
to the tunes set by regional rural bosses. 
I R D P 7 novel banking scheme has resulted into pointed political policy 
resolution and the management of regional rural banks also that of other 
commercial bank have to honour the list of beneficiariesg submitted by 
chhubhiya leader in the name of IRDP. 
Environmental Constraints: 
Commercial banking in rural areas of India often faces some serious 
environmental problems. By and large the major part of Indian agriculture is 
greatly dependent upon monsoon which is precarious; only about 25% of 
land get a regular supply of water from irrigational projects. There is dry 
farming over vast areas in most of the states. This results in wide 
fluctuations in productivity, agricultural prices and level of income of 
agriculturists. There is also by and large absence of allied activities which 
even where they exist are in extremely unsatisfactory condition. Most of the 
cultivators families have hardly any assets in fact quite a few of them are 
already burdened with debts. All this has resulted in low rates of saving and 
investment on land which therefore suffers from low productivity. Under 
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such circumstances and in such a situation carrying on successfully 
commercial banking operations poses vast problems. 
Procedural Problems; 
The regional rural banks have not been able do expand their direct 
lending to persons from the weaker sections of rural society partly because 
of the strict and inflexible procedure adopted by them for loaning. In the 
matter of procedures for deposits as well as loaning, they operate very much 
like the scheduled commercial banks. Despite efforts made by a Committee 
set up by the Reserve Bank of India for simplification and standardization of 
the loaning procedure of the regional rural banks. These procedures in our 
judgement still remain sufficiently complicated and time-consuming. Not all 
states have issued books to all cultivators which could also be used by the 
regional rural banks for verification of land holdings and avoiding over-
financing by different credit agencies on the basis of the same assets of the 
borrower. The regional rural banks have not been given the facilities like 
exemption from stamp duties on loan applications, procedure for 'out of 
court' settlement of cases for recovery from the borrowers in chronic 
defaults etc. which are available to the cooperative credit agencies. Thus, 
instead of combining the best features of the cooperatives and of the 
commercial banks and minimizing combining their worst features the 
regional rural banks seem to have acquired, in practice, a number of 
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weaknesses of the commercial banks and are currently deprived of some of 
the good features of the loans administration of the cooperative credit 
agencies. Any other are still nowhere near adopting the better parts of 
procedures money lenders which are still preferred by the rural borrowers. 
Lack of Adequate Support from Development Programmes; 
According to a number of commercial successful implementation of 
credit schemes for certain purpose like minor irrigation, dairy development, 
poultry and fisheries crucially depends on development programmes of the 
state gouts. (For e.g. in the case of minor irrigation, ground water surveys, 
rural electrification and creation of drainage facilities are considered crucial. 
In the case of dairy development, animal breeding programmes, veterinary 
services and establishment of 'chilling plants and centre and processing units 
are required for the viability of the loans for the purchase of animals. 
Similarly, vertically integrated activities are also critical for the poultry and 
fisheries credit schemes). 
In all these matters, displays in implementation of the developmental 
programmes by state governments have often adversely affected agricultural 
credit schemes under taken by commercial loans and minor irrigation 
schemes came in for sharp criticism by some regional rural banks. 
Prospects: Role and Viability: The various role expectations of regional 
rural banks have undergone change over a period of less than two decades, 
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as is evidenced by the reports of the various committees appointed by the 
Reserve Bank. 
Dantawala Committee: 
The Review Committee on Regional Rural Bank (1978) under the 
Chairmanship of Prof. M.L. Dantwala was the first to evaluate the 
performance of regional rural banks and has come out with the fact that the 
existing credit- institutions even after necessary restructuring and 
modification cannot be expected to meet the Committee justified the 
establishment of regional rural banks with certain modification. 
CRAFICARD: 
The Committee to Review the Arrangements for Institutional credit 
for agriculture and rural development (CRAFI CARD) appointed by the 
Reserve Bank which in its report submitted in 1981 examined the role of 
regional rural banks in the rural credit system and made some observations . 
The important among them accepted by the government of India for its far-
reaching consequences are: 
a)As these banks were more suitable for rural development work, preference 
should be given to them with regard to licensing of branches in the rural 
areas; 
b)The losses in the initial years should be made good by the shareholders; 
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c)The various facilities provided by the sponsor banks should continue for a 
period of 10 years, and 
d)The control, regulation and promotional responsibility of regional rural 
banks should be transferred to the newly proposed (NABARD) from the 
government of India and the Reserve Bank. 
Reserve Bank of India Studv: 
In the meantime, the Reserve Bank in 1980 conducted a study on the 
viability of regional rural banks and found that the regional rural banks were 
capable of breaking even at an outstanding loan business of Rupees Eight 
crore with a margin of about five per cent between their average borrowings 
and lending rates. But the following factors were found to limit the regional 
rural bank branches from being viable: 
i) Location of branches at centres where business potential is limited. 
ii)Difficulty in expanding the volume of business due to keen competition 
from commercial banks and cooperatives; and 
iii)The target group which is historically weak and enterprising clientele. 
Kelkar Working Group: 
The Kelkar working Group appointed by the Reserve Bank in 1985 
recommended, inter alia, the provision of amalgamation of regional rural 
banks in consultation with NABARD, state government concerned and 
sponsor bank after taking into consideration public interest, development of 
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the area and interest of the regional rural banks concerned. This provision 
was in corporate into the regional rural bank Act 1976 by the regional rural 
bank (Amendment) Act, 1987. Thus the Dantawala Committee (1978) 
CRAFT CARD (1981) and the Kelkar working Group (1986) were of the 
view that in spite of serious organizational deficiencies and loss of viability. 
Regional rural banks should continue their existence as third arm of multi -
agency approach and cater exclusively to the weaker sections. 
Khusro Committee: 
Considering the serious organization of problems that are build into 
the regional rural banks, the Agricultural Credit Review Committee (1989) 
under the chairmanship of Dr. A.M. Khusro recommended the merger of 
regional rural banks with their sponsor banks. These critical deficiencies 
related to the steep decline in profitability, poor recoveries and problems 
relating to management staff The accumulated losses in respect of 157 
regional rural banks at the end of December 1986 was estimated to be 
Rs.9,431 lakh which had wiped off the entire share capital of 117 regional 
rural banks. The Committee observed that the insistence on lending 
exclusively to weaker sections with low interest rate margins Lack of Cross-
subsidization possibilities and high operating cost of handling small loans 
were the major reasons for the erosion of profitability of regional rural 
banks. As against a gross margin requirement of 8.65%, regional rural banks 
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had a gross margin of 3.2% with an average transaction cost of 6.90%. The 
recovery performance was also found to be very low, leading to the choking 
out of the credit recycling channel, willful defaults, misuse of loans, lack of 
follow up, wrong identification of beneficiaries, advancing benami loans, 
employee unrest were also rampant. The Committee expressed that the logic 
and rationale, which justified or perhaps even necessitated the setting up of 
regional rural banks do no longer exists.9 The Khusro Committee 
recommended that the "Regional rural banks would stand abolished as legal 
entities". 
Narasimham Committee: 
Viewing that easy and timely access to credit is far more important 
than its cost the Narasimham Committee proposed the following broad 
structural organization for the banking industry during the nineties: 
a)Three or four large banks (including the SBI) which could become 
international in character; 
b)Eight to ten national banks with a net work of branches throughout the 
country engaged in general/universal banking. 
c)Local banks whose operations would generally be confirmed to a specific 
region; and 
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d)Rural banks (including regional rural banks) whose operation would be 
confined to the rural areas and whose business would be predominantly 
engaged in financing of agriculture and allied activities. 
The Committee had left the option open to the regional rural banks 
and the sponsor banks to decide whether the regional rural banks should 
retain their identity or go for the merger. Those regional rural banks that 
wish to retain their identity were to be allowed to be engaged in all types of 
banking business by retaining the target group approach to lending. 
The Basu Committee: 
Committee on restructuring of regional rural bank has recommended 
that Rs. 558.71 crores will be needed to cleanse the balance sheets of the 68 
regional rural banks that have been selected for the purpose in the second 
phase (1995-96). The central government has already allocated its share of 
Rs. 300 crore out of the total amount of Rs. 600 crore for the exercise. The 
state government and sponsor banks will have to foot the remaining amount 
in the ratio of 15:35. 
Uttar Pradesh which has the largest number of regional rural banks 
(22) selected under the second phase, will require Rs. 208.9 crore while 
Bank of Baroda which is sponsoring 8 regional rural banks, will require 
funds to the tune of Rs. 86 crore, says the report. 
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The Committee observed that the aggregate amount required for 
cleansing the balance sheets of 146 regional rural banks under consideration 
worked out to Rs. 1,962.86 crore, with an average of Rs.13.4 crore per 
regional rural bank. While the minimum amount required for infusion was 
Rs. 43.12 lakh, the maximum sum stood at Rs. 59.05 crore. 
Also, the Committee has decided that Rs. 27 crore would be the 
maximum amount for infusion of capital for any single regional rural bank. 
In view of this gap, four regional rural banks—Nagarjima Gramin Bank, Sri 
Jisakha Gramin Bank, Mallabhum Gramin Bank and Pandyan Gramin 
Bank—were excluded from the list even though they were eligible under the 
norms prescribed for selection. 
It has also been decided that no equidity component be provided for 
selected regional rural banks apart from the amounts required for cleansing 
the balance sheets. 
The panel has also requested that the central government obtain the 
concurrence of the state government and sponsor banks for releasing their 
respective shares before releasing its own. This was because, the report 
stated, that some sponsor banks had expressed apprehensions about no being 
able to meet their share towards cleaning the balance sheet in view of the 
capital adequacy norms prescribed. State government had also expressed 
their concern about making large budgetary provisions. 
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The Committee has also suggested that it was not in favour of 
recommending any regional rural bank based merely on the basis of 
geographical considerations. It kept in view the main intention of the 
government to select those regional rural banks which have the best 
possibility of a turn around, the report say.io 
Other Measures to Improve the Working of Regional Rural Banks: 
Based on the mentioned constraints, a number of measures were taken 
to restructure the rural credit delivery system and improve credit flow to 
agriculture. Such measures laid emphasis on the performance of regional 
rural banks by way of growth of deposits mix of various types of deposits, 
disbursement to forget and non-target groups recovery targets investment in 
SLR and non-SLD categories, cost of fund return on resources etc. The 
measures have emphasized the principle of good banking. Some additional 
points on rural banking are discussed below. 
In order to develop the banking habits among these population 
'personal approach in the only remedy. The concept of Personal approach 
refers that the field officer's/inspectors of the Bank should approach 
personally the poor and weaker sections of the community in the rural areas 
and assess their requirements themselves. They could investigate these 
persons to come to the bank branches and take loans at easy and cheap terms 
for the respective purposes. This all will require a polite and sympathetic 
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attitude of the bank staff otherwise even the personal approach will serve no 
purpose. 
The rural credit system should strive for greater people's participation 
in the development process from the stage of recovery of loans. This would 
enable proper identification of credit needs, establish viability of credit 
schemes and lead to adequate participation, banks should also associate 
themselves with reputed non-governmental organizations(NGOs) and self 
help groups(SHGs) in the process and utilize their services for successfully 
implementing the credit programme. 
Besides these banks should also participate in extension education 
programmes for the rural people so as to provide them information about the 
new technology and the banking facilities offered by them. 
The staff in the rural centres be posted at their early stage of career 
before they get involved in family problems etc. It is also worthwhile to 
mention that rural posting be made compulsory for every one and a definite 
tenure should be fixed for such posting, which should be strictly adhered to. 
For arriving at the adequacy of the staff, nature and volume of business, 
work load and topography of the area be taken care of Steps should also be 
taken to make the system cost effective by improving staff productivity 
through rationalization of staff deployment and proper manpower 
development. 
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The loan policies and credit procedures of Regional Rural Banks 
should be uniform simple and flexible. Besides credit, the regional rural 
banks should provide a package of services like marketing and distribution 
of inputs, storage and godown facilities and tools and implements. 
There is need for quick and prompt recovery of loans by regional rural 
banks. For this they should have adequate trained and expert field staff to 
undertake field supervision and end use of credit. Personal contacts and 
regular monitoring of the activities of the borrowers will help for speedy 
recovery of loan. Besides recovery of loans need be tagged with the ability 
of regional rural banks in procuring funds from sponsor banks and through 
these banks from NABARD. 
State government need to support the regional rural banks in a big 
way. It is the responsibility of state government to provide infrastructural 
facilities, transport and communication network, regulated markets, schools 
and medical facilities in the rural areas. When rural development in all its 
manifestations make a headway, the regional rural banks then only can 
function in a better manner. 
In order to increase the viability of regional rural banks, it is necessary 
that they should further gear up their efforts towards deposit mobilization. 
Besides their loaning activities need not be confined to weaker section 
borrowers. The regional rural banks need to be encouraged to provide ever 
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to borrowers other than small borrower. This would increase the profitability 
of the banks. 
One major problem faced by the regional rural banks in that they do 
not have adequate data relating to rural economy. Rarely economic surveys 
have been conducted in the countryside. In the absence of adequate data 
relating to block or village economy, the regional rural banks fmd it 
extremely difficult to plan their banking plans. In fact, banking plans at the 
village and block lend are conspicuous by its absence. This is further 
aggravated due to absence of any reliable data relating to block or village 
economy. 
With a view to tone up the working of regional rural banks, the 
government of India has come out with a proposed for establishing a 
"National Rural Bank". The new bank will continue to preserve its distinct 
identity primarily concerned with providing credit to rural poor. The 
proposed bank will have the advantages of economic life, Unity of command 
and single point control. Once the new bank comes into existence it will be a 
major agency with its strong presence being felt in the rural areas in so far as 
providing institutional credit is concerned. It can provide all types of 
services to its rural clientele which is not the case with regional rural banks. 
Employees of regional rural banks can also proudly look forward for being a 
part of the biggest bank with nearly 15,000 branches. Staff morale is 
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expected to improve in the proposed set up due to better promotional 
opportunities and job satisfaction. 
It is further suggested that the regional rural banks need to supply 
credit uniformly to benefit all the sector of the rural economy. It is observed 
that regional rural banks mainly concentrate their loan operations in 
agriculture. Sectors like village and cottage industries, retail traders and 
professionally self employed workers get very little credit from regional 
rural banks. In order to promote balance rural development it is necessary 
that regional rural banks need to supply credit to benefit all the sections of 
the rural economy. 
There is need for proper coordination between regional rural banks 
and other institutional financing agencies operating in the rural areas like 
commercial banks and cooperative banks. Besides, there is need for active 
coordination between regional rural banks and other developmental agencies 
like Block development Agency, District Rural development Agency. 
District statistical office and other quasi-govemment organizations operating 
at the grass root level. If these following steps were adopted, regional rural 
banks are likely to improve their functioning in the rural centres, where there 
is inadequate economic activities due to poor institutional effort. 
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CHAPTER-V 
PROFILE OF ALIGARH DISTRICT 
LOCATION AND AREA 
The district Aligarh comprising the northern most part of the Agra 
division lies in the doab of the Ganga and the Yamuna bound of these 2 
rivers is only for short distance. Ganga separates the district from Budaun 
for a few kms in the extreme north east while. Yamuna constitutes the 
dividing line in the north west lies between Aligarh and Gurgaon district of 
Haryana on the north, the boundary is formed by the Anupshahar and Khurja 
Tehsils of Bulandshahar. On the west and south west, the district stretches 
with Chhata, Mat and Sadabad Tehsils of Mathura district while to the South 
east and east lie Jalesar, Etah and Kasgunj Tehsils of Etah district. The 
extreme parallels latitude are 27.28 and 28.10 north and of longitude 77.2 
and 78.36 east. The greatest breadth is about 112 kms., from the Yamuna to 
Ganga nearing the northern border and the maximum length from north to 
South to about 72 kms. Total area of the district is 5019 sq. kms. The district 
headquarters is located at Aligarh.] 
POPULATION (General, ST/ST): 
Total population of the district according to 2001, census is 3295982 
persons, comprising 1788880 male and 1507102 females. Rural population 
of the district is 2467484 persons (1345184 males and 1122300 females) and 
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urban population is 828498 persons (443696 males and 384302 females). 
The scheduled castes and scheduled tribes population of the district as per 
1991 census is 758308 persons and 127, persons respectively. The rural-
urban breakup of these populations is indicated below:2 
States /Distr ict Decennial growth rate of popuIation(%) 2000-01 
Total Rural Urban 
25.41 22.44 38.97 
27.64 23.99 39.87 
U.P. 
Aligarh 
LANGUAGE LAND RELIGION: 
Main languages spoken in district are Hindi and Urdu. Religion wise 
break up of population is given below as per 2001 census: 
Hindus 
Muslims 
Christian 
Sikh 
Buddhists 
Jain 
Persuasions 
:2225531 
:339047 
:2282 
:3540 
:700 
:3751 
:65 
Other religion not stated : 9 
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GEOGRAPHICAL PHYSICAL FEATURES: 
The district is level plain conforming to the topography of the Doab. It 
may be divided into 3 natural divisions: 
1. Low land of khaddar of the Ganga which sharply rises to the high 
sandy up land. 
2. Area line in between the rivers Ganga and Yamuna. 
3. Area lying in between the rivers the Ganga and kali nadi. The Ganga and 
Yamuna are perennial rivers whereas Kali Nadi is a seasonal stream the 
major types of soiled found in the district are domat (clay), baloidomat 
(standy clay) Bhur, (sandy), reh (alkaline) and loam soil. 
Rich domat soil is usually seem in the stretch between the Ganga and 
Yamuna. The right bank of Kali Nadi rising of sandy belt rises from the low 
and narrow Khaddar land of the stream and tenninates into the fertile belt of 
loam. Kali Nadi traverses the entire district in a South easterly direction. The 
surface water gets trapped without funding an escape. The tendency mars the 
fertility of the area giving rise to frequent stretches of Alkaline lands (users). 
The district lies in the sub-tropical division of various type of 
vegetations. The district was largely covered with heavy dhak jungles once. 
It gradually turned into cultivable lands. 
The area of jungles has divided to 808 hectares. A certain amount of 
the dkak jungles is seen in scattered patches in the clay and usar tracts in the 
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khaddar of Ganga, there is a considerable extent of Jhan or tamarisk an 
evergreen sharp on the most recent alluvium of the rivers. In the Khadar of 
Yamuna, there in the narrow belt of the Jhan which is followed by broad 
stretches of west covered with thatching grass. The district cannot be 
described as well wooded. The eastern part, however, is more wooded than 
that in the west. Mangroves and other trees are always seen in the eastern 
part of the district. Some steps have been taken by the canal authorities for 
plenteous of valuable species along the tract of the canals and main 
channels the west is more characterized by the observe of trees. The 
common trees include the neem, piple, ber, faras, shisham, gular and jamun 
through several more varieties are to be found in the canal plantation and in 
the road side avenues. 
RIVER CANALS AND WATER WAYS: 
Ganga and Yamuna are two main rivers which pass through the 
district. 
TOWNS VILLAGES AMENITIES: 
The district at present comprises of 6 Tahsils and 17 community 
Development Block. It has 20 towns and 1750 villages (1706 inhabited and 
4 uninhabited villages). The urban population of the district as % age of total 
population in the census years 1981 and 1991 is indicated below. It also 
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shows the sex ratio (per sq. km.) in the urban population of the district in 
relation to state: 
State/District Urban 
Population are 
% of total 
population 
Sex ratio Density 
1991 female population 
per 1000 male per sq.km. 
1981 1991 Total Rural Urban 
U.P. 17.95 19.89 881 886 862 472 
Aligarh 23.00 25.20 845 838 866 655 
AMENITIES: 
Number (with percentage) of villages having one or more amenities in 
the district as per 2001 census is given below: 
SI. Amenities Number of 
Inhabited villages 
Percentage 
1. Education 1353 79.31 
2. Medical 1640 96.13 
3. Drinking water 1706 100.00 
4. Pole & tale 448 26.26 
5. Market 133 7.80 
6. Communication 451 26.44 
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7. Approach by 1069 62.66 
Pacca Road 
8. Power supply 1689 99.00 
COMMUNICATIONS: 
The district is served by rail as well as by roads. The railway tract in 
the district runs to a total length of 168 km., having 91 railway station 
including halts. Out of this, meter guage covers only 62 km., in the district. 
The district served by a total length 1257 km., of metalloid road. No 
National High Ways passes through the district whereas state high ways 
account for 207.3 km., and main district roads for 170.5 km., other local 
roads managed by local bodies make 879.2 km. Delhi, Kanpur, Pilibhit, 
Bharatpur and Chandausi-Tatpur Kota are the 3 mains state highways 
traversing his district. On an average 163 km. of area in the district whereas 
39 km., stand for every lakhs population. State Road Transport Corporation 
by buses on major routes of the district. 
AGRICULTURE: 
Agriculture based economic predominant in the district. Again the 
district is somehow well developed with extensive cultivation and 
availability of irrigation facilities 3 harvest namely Rabi, kharif and zard are 
done in the district. The main crop season are however, rabi and kharif. Rabi 
crop claim 53.8%, kharif crop 40.0% and zaid crop 6.2% of the gross 
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cultivable area. Wheat is the most important crop of the district, which 
claims a little over 1/3 of the total cropped area the second largest area is 
occupied bajra that shares 14.97% of the total cropped area, followed by 
maise (10.15%) barley (8.61%) and moong (4.87%). The crops that cover 3-
2%) of the cropped area p4eas, rape seed and mustered, arhar, paddy and 
grainin that order. As much as 67.5% of the net area cultivated in harvested 
more than once in an agricultural year making cropping intensity of 167.5%. 
Irrigarion: 
The district enjoys the benefit of all the three sources of irrigation viz. 
rivers canals and ground water. Total length of canal in the district is 1304 
kms. In addition to this 643 government tube-wells, 5909 pump sets etc. are 
in the use. 
Following major irrigation projects are under various stages of 
implementation in the district. 
Parallel lower Ganga Canal: 
This project at the estimated cost of Rs. 45.1 crores was completed by 
the end of 1982. It is quite likely that the benefit of the project did not reach 
the people of Aligarh. 
Madhya Ganga Canal Project: 
The Project was completed by 1983 the estimated cost of Rs. 66 crores. The 
work on this project has also opened the avenues for employment. 
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Ram Ganga Project: 
Ram Ganga Project authorities have opened separate office in Aligarh 
and they have undertaken the work in Sikandra Rao, Akrabad, Sasni blocks 
etc. The authorities aim at providing better irrigation facilities through 
construction of pucca channels in the common area of canals. 
Distribution of Fertilizers: 
The sources of distribution of fertilizers in Aligarh district are 
Agricultural Department through fertilizer stores). Cooperative Department 
(through cooperative Fertilizer Stores) Cane Union Federation Department 
and Agro Industrial Corporation and Private dealers. During 1979-80 total 
distribution of chemical fertilizers from all sources was 260594 million mt. 
comprising of 17959 million mt. Nitrogen 6858 million mt. Phospherous and 
1237 million mt. Potash. 
Farm Equipment: 
Total number of tractors in the district is 1417 as per 1977 census. 
According to private tractor dealers on an average about 350 tractors are 
being sold every year including the sale due to replacement of existing old 
tractors rendered unserviceable. 
Small and marginal farmers are plough animals/draught animals for 
ploughing their fields or hired tractors from big farmers as and when 
required. Generally scope for Agro Service centre is limited since farmers 
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have to make down payments at Agro Centres whereas to their neighbour 
they can pay at the harvest. Poor resources of these farmers prompt them to 
defer payments. Secondly Agro service centres are located in the cities, 
hence much time is wasted in contacting them and to have the tractors at 
call. 
Under the IRDP, improved quality of farm equipments are being 
supplied through District Rural Development Agency. 
Horticulture: 
Mango, Guava, Lemon and Papaya are important fruit crops in the 
district. In addition to this ber, Orchards are also available in the entire 
district. Sasni Block fmds the prominent place in growing fruits. During 
harvest season ber, mango and guava are exported to different parts of the 
country. 
Hassayan Block fmds a prominent place in Commercial rose 
cultivation map of India. Due to this Aligarh district tops the country's Rose 
cultivation roses are used for manufacturing of "Gulkand" rose water and 
rooh. State government has taken up a programme to increase the area under 
rose cultivation and increasing its production by providing technical 
assistance to the farmers. 
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In the field of vegetable cultivation Potato, cauliflower, Cabbage, peas 
and tinda are important crops. During the harvest season these commodities 
are exported to different countries. 
Gobar Gas Plants/Bio Gas Plants: 
The district administration has taken steps to popularize this 
alternative source of energy for rural masses. Past experience of the banks 
in the matter of financing to Gobar Gas Plant has not been encouraging. The 
reason may be 
1) Lack of incentive and motivation among rural masses. 
2) Delay in completion of sanctioned of sanctioned projects. 
3) Slackness in K'VIC in selling subsidy, 
4) Lack of prospects which are too meager for small and marginal 
farmers with limited resources. 
Emplovment Generating Schemes: 
Several employment generating schemes had been implemented in the 
district which had generated enough employment opportunities in the past. 
Prominent among them were NREP, RLEGP, SEEUP & TRYSEM. 67.83 
lakh mandays were created in the district from 1985-86 to 1988-89 through 
NREP & RLEGP. 1397 Public buildings were constructed during 1985-86 to 
1988-89 (1159 in urban and 238 in rural areas) and 3.65 lakhs mandays were 
created. Under SEEUP 2802 persons were benefited from 1983-84 to 1988-
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89. In NEPUP 5328 persons got financial assistance from 1984-85 to 1988-
89. Special component plan helped 14372 persons from 1980-81 to 1988-89. 
Under margin money scheme 90 minority candidates were given financial 
assistance in 1988-89. 1351 persons were assisted under TRYSEM from 
1986-87 to 1988-89. 
Table-5.1 
Live stock population in 1982. 
S.No. Animal Number in 1982 
1. Cows 663268 
2. Buffaloes 322304 
3. Cow bulls 108739 
4. Buffalo Bulls 48190 
5. Sheep 25850 
6. Goats 175538 
7. Poultry 2577 
8. Birds 86588 
9. Others 18767 
Total 889243 
Number of Animals and birds increased in 1991. 
BANKS: 
Number of bank branches in the district at the end of 1988-89 were 
213 which increased to 231 in 1997-98. 
Cooperatives: 
There were 203 co-operative Societies in 1980-81 and their number 
went upto 539 inl988-89 recording an increase of 336 (165.5%). The 
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highest number of co-operative societies were in Sikandra Rao Tehsil 
followed by Atrauli Tehsil. Lowest number of co-operative societies were in 
Iglas Tehsil. 
Banking Facilities increased in Aligarh as given below especially in 
rural area. 
Table-5.2 
Banking Facilities in Aligarh 
S.No. Name of 
the bank 
Rural Semi-
urban 
Urban Total 
1. Commercial 
banks 
42 21 47 110 
2. RRBs 77 10 4 91 
3. Co-operative 
banks 
24 2 2 28 
4. UP Financial 
corporation 
1 1 
source: Canara Bank, Lead Bank office, Aligarh. 
Banking progress in Aligarh District Credit Plan: 
In Aligarh district, commercial banks had 113 braches. Out of which 
Gramin Bank had 91, Aligarh district cooperative 19, UP Cooperative 
Agricultural and Rural Development Bank and UP, FCI had 1 branch each. 
Thus, bank/fmancial institutions had total 231 branches.3 
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Major Indicator: Major indicators of banking in the last three years were as 
follows: 
Table-5.3 
Major Indicator 
Amount in Lakh 
I t e m 1990-91 1991-92 1992-93 1993-94 
i)Total Deposit 45,916 50,694 58,218 62,489 
ii)Total Loan 22,937 25158 29,558 30,147 
iii)Loan Deposit rates 
of commercial banks 
38 38 37 34 
iv) Total Loan under 
priority sector 
18,068 20,224 23,655 23,947 
v ) Loan % of total 
loan under priority 
sector 
75 80 80 79 
vi)Repayment of loan - 40% 45% 51% 
Recovery of Loan: 
According to data, total banks/branches of the district, recovery is 
increasing successively. In 1991-92 the per cent of recovery was 40, in 92-93 
but if rose to 45% and in 93-94 it registered 51% (Table 5.3) 
In the next tables the development of banking branch expansion, 
advances and recovery of agricultural credit in Aligarh district are given 
separately to clear the picture of present position of agricultural finance. 
179 
The above table shows that loan distribution was increasing. In the 
year 90-91, total loan plan amounted to Rs. 6,969 against which loan 
distribution of Rs. 3,744 lakh was made in 91-92 against total loan plan of 
Rs, 7,879. Rs. 6,047 was distributed till December 93. The target was fixed 
at Rs. 7,956 against which more than Rs. 5,681 lakhs loans were distributed. 
Although under district loan plan sector-wise target was not achieved 
during preceding years but loan distribution in each sector improved.4 
It is noticeable that process of improvement in loan distribution during 
the year 92-93 was more than hundred per cent. Under district loan plan 
canara Bank and State Bank of India have made remarkable contribution in 
the past years, loan distribution in agriculture has good prospects. It is 
evident from the given data that the bank deposits increased successively for 
instance, in March 91, bank deposits were Rs. 45,916 lakh which rose to 
10.4% to Rs. 50,694 lakh in 1992 and became Rs. 58,218 lakh in March 93. 
It increased by 14.8% in comparison to March 92. According to data 
available till December 93 it further increased to Rs. 62,489 lakh with a rise 
of 7.33% over the previous year 92-93. 
Total loans increased, for example in March 91, it amounted to Rs. 
22,937 which rose to Rs. 30,147 lakh in December 93. It accounted for 
31.43% but loan deposit ratio tend to decrease. The main reason for lower 
ratio of loan deposit had been increase in bank deposit and improvement in 
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loan recovery. If the bank/branches could lend heavy loans to industries also, 
then, certainly total loans would increase as well as loan deposit ratio. 
Under district loan plan, targets and achievement in major sectors 
were as follows: 
Table-5.4 
Progress of District Loan Plan: 
Year 1990-91 1991-92 1992-93 Dec. 1993 
Item Target Achie. Target Achiv. Target Achiv. Target Achiv. 
Crop loan 3006 1317 2651 2308 3384 3180 3400 2545 
Total Agri. 
Loan 
5278 3270 5469 5071 5711 5572 5 9 7 4 4 0 3 4 
Industry 629 202 888 618 1241 1657 1350 1368 
Other priority 
sector 
1002 272 1621 358 640 420 633 285 
Total 6909 3744 7978 6047 7592 7638 7956 5681 
Table-5.5 
District Credit Plan 1983-85: At a Glance 
Outlay Proposed 1983-85 
i) Agriculture & Allied (A+B) 3571.57 
A) Agriculture 3054.11 
B) Allied activities to Agriculture 517.46 
ii) Small Scale (A+B) 1015.20 
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A) Rural & Cottage industries 377.75 
B) Other small scale industries 637.45 
iii) Tertiary Sector (A to D) 1050.89 
A) Transport Operators 589.72 
B) Retail Traders 203.73 
C) small Business 143.86 
D) Prof. & Self Employed 113.58 
iv) Housing 5.49 
v) Education 3.70 
vi) Consumption Loans 10.85 
Grand Total 5657.70 
INDUSTRIES: 
The district has made a sufficient headway in industrial development 
and has earned a name in metal works. There are 219 factories registered 
under Indian Factories Act 1848, out of which ten are located in rural areas. 
Small scale industries registered with the director of industries, U.P., total 
number is 1050 out of which only 106 are located in rural areas. The 
industries include besides a lay printing establishment, units engage in 
manufacturing of scale, locked, letter boxes, furniture, badges, belts, leather 
goods, scissors, stamps and seals, knives, lamp, lanterns, metals notice and 
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sign boards, hand carts, wallet and tarpaulins. Aligarh district is specially 
known for the production of locks in brass and iron and scissors. There are 
numbers of lock works in the city. Handloom, carpet glass, electrical good, 
electroplating, building material industries are also found in the district 
Satha Sugar Mill, Central Dairy Form, Glaxo Laboratories are running in the 
rural areas. 
ANIMALS HUSBANDRY; 
Animal husbandry has an in role in the rural economic of the district. 
It provide draught power for cultivation as well as supplements the income 
of the farmers by animals husbandry product ace to the stock census there 
are 8.99 lakhs heads of live stock out of which 2.34 lakhs accounts for milk 
cows and 1.89 lakhs for milk buffaloes sheep numbers 13.9 thousand heads. 
As many as 219 milk cooperation societies with a membership of 12035 
thousand are functioning of 12035 thousand are functioning especially in 
rural areas of the district. There are 23 milk collecting centre in the district. 
Through these societies 133 lakh liters of milk has been supplied in a year. 
Average milk production in the district is very low, though milk cattle in 
accounted for 49% . For improving, the stock and providing care for live 
stock, 31 veterinary dispensaries and 116 stock man canters are functioning 
in the district. As many as 142 artificial insemination centres are available in 
the district. 
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TRADE COMMERCE AND EXPORT: The most important commodities 
manufactures are lock, handloom and Khadi cloth, rose water, sugar, pulses, 
ghee, glass, bottles, beads and wares, perched rice and Ayurvedic medicines. 
Thee most important commodities exported are locks, handloom and Khadi 
cloth, wheat, rice rope, rose water, brass wares, mangoes, papayas, glass 
bottles beads and Ayurvedic medicines. The most important commodities 
imported in town are metal, food-grains cloth, sugar, fertilizer, glass, 
vegetables, cotton yarn and herbs. 
Name of Places Manufacture Exported Imported 
Aligarh Locks Locks Metals 
Atruli Handloom cloth Hand.cloth Foodgrain 
Chharra Ghee Rope Clothes 
Harduagunj Khadi cloth Khadi cloth Foodgrain 
Hasyan Rose water Rose water Foodgrain 
Hathras Pules Brass works Sugar 
Jalali Pules Mangoes Fertilizers 
Jattari Sugar Wheat Foodgrains 
Mursan Glass bottles Glass bottles Glass 
Pilakna Locks Locks Cloth 
Kasimpur Locks Locks Foodgrain 
Sasni Glass wares Mangoes Vegetables 
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Sikandra Rao Khadi cloth Khadi cloth Cotton yam 
Vyaigarh Ayurvedic Med. Ayurvedic Med. Herbs 
TOURISM; 
There are no places of tourist attraction of much importance in the 
district. However, Aligarh Muslim University,Aligarh. A noted institution of 
learning attract visitor. 
Hotels 
Name of city Name of hotel Store Category Room 
Aligarh Hotel Ruby 2 25 
FAIRS AND FESTIVALS: 
Important fairs and festivals organized in different part of district are 
mentioned below. 
Beldeo Chhat Ram Lila, phool dool, exhibition and horse show, 
basant panchami, rath maila, rath yatra, kartika poomima, exhibition. 
EDUCATIONS; 
According to 2001 census, total literate (excluding the population the 
age group of 0-6 years) is 117991 persons. Of these, 858261 are males and 
321640 are females, in the rural areas of the district 800868 persons (622273 
males and 178595 females) are literate and in urban areas 379033 persons 
(235988 males and 143045 females) are literate. The rate of literacy of this 
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population of the total population excluding 0-6 years age group. According 
to 1991 census is shown below: 
Persons Males Females 
Total 45.21 60.19 27.17 
Rural 41.22 58.30 20.39 
Urban 56.85 65.82 46.41 
There are 4.31 primary schools for every 1000 of urban population of the 
district. The higher ratio of 12:83 primary school is observed in vajargarh 
against the lowest of 1.44 in Kasimpur power house colony. A ratio of 1.06 
junior secondary schools is obtained in urban areas of the district. The ratio 
varies between the maximum of 5.73 junior secondary schools in last the 
minimum of 0.25 in Aligarh. A ratio of 0.83 school of matriculation student 
is observed for every 10000 of urban population in the district. The highest 
ratio of 2.76 schools of matriculation student is observed Hasyan town 
against the lowest of 0.44 in Aligarh. A ratio of 0.66 intermediate college 
serves an average urban population of 1000 persons of the district. The 
highest ratio 2.76 intermediate colleges is observed in Hasayan against the 
lowest of 0.28 in Aligarh town. There are no schools of matriculation 
student and no intermediate college in Pilkhana and no intermediate college 
in Kaurigunj and Vijaigarh towns. 
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UNIVERSITY AND COLLEGES: A.M.U. Aligarh, Dharam Samaj 
College, Aligarh, R.D.A. Girls College, Hathras, Aligarh, Shri Tikaram 
Kanya Mahavidyalaya Aligarh. Shri A Varshney College, Aligarh, P.C. 
Bagla Post Graduate College, Hathras. 
MEDICAL; 
On an average, a thousand of urban population is served by 4.53 beds 
in medical institute. The highest ratio of 7.84 beds is observed in Aligarh 
against the lowest of 026 beds in Khair. There are no hospitals and other 
medical institutions with bed facilities in Pilkhana purdilnagar. 
MEDIA: 
AIR STATIONS: 
High Power Transmitter, All India Radio Aligarh. 
ADMINISTRATION: 
(I) Administrative Divisions: 
Tehsil Khair, Koil, Iglas, Hathras, Atrauli, Sikandra Rao 
COMMUNITY DEVELOPMENT BLOCKS: 
TappaJ, Chandaus, Khair, Jawa, Sikandarpur, Lodha Dhanipur, 
Gonda, Iglas, Sasni, Hathras, Mursan, Atrauli, Bilauli, Gangiri, Akbarabad, 
Sikandara Rao, Hasyan. 
Towns and Urban Agglomerations having population less than one Lakh: 
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Atrauli (MB), Sikandra Rao (MB), Khair (MB), Kasimpur power 
House colony (CT), Jalali (TA), Sasni (TA), Chharra (Rajatpur (TA), 
Purdilnagar (TA), Jattari (TA), Mursan (TA), Harduagunj (TA), 
Mendu(TA), Kauriganj (TA), Pilkhana (TA), Iglas (TA), Beswan (TA), 
Vijaigarh (TA), Hasayan (TA). 
Cities and urban Agglomerations having population one lakh and 
above Aligarh (MB), Hathras (MB). 
ii) Parliamentary Constituencies along assembly segment No. and Name of 
Parliamentary Constituencies: 
75. Hathras (SC), 76 Aligarh. 
Number and Name of Assembly segments Hathras (SC): 
368. Hathras-Mursan: T.A. Mursan Paragana, Hathras municipality and L.C. 
1 Garhi Madhu, 2-Rehna, 3-Rusheri, 32- Allahpur-Chussen, 33- Parsara, 
35-garhi Jaini, 36-Sokhana, 37- Hathras, 38-Hatisa Bhagwantpur (part) 39, 
Nahroi, 40, Milai (Part) and 41, Baghana (part) in Hathras Paragana in 
Hathras Tehsil. 
369. Sasni (SC): Sasni T.A., Mendu T.A. an Hathras Paragana (excluding 
CCs 1-Garji Madhu, 2-Rehana, 3-Rushri 32-Allhpur chursen, 33-parasana, 
35-Garhi Jaini, 36-Sokhana, 37-Hathras, 38-Hatisa Bhagwanpur (part), 3-
Nahroi, 40 mitia (part) and 41 Baghma (part), in Hathras Tehsil and Bijagarh 
TA and LCs. 1- Gangrol 2-Bistoli, 3-Suhawali, 4-Bijaigarh, 5-Barhad, 6-
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Kathera, 7-Nanau, 8-Ladhana, 9 Gopi and 10- Mania in Akrabad pargana in 
Sikandra Rao Tehsil. 
370. Sikandra Rao: Sikandra Rao municipality, Purdil nagar TA, Sikandra 
Rao pargana, haryana, TA and LCs 11 -Dabha, 12-Tuamai and 17-haryana 
Jagmohanpur, in Akrabad Paragana in Sikandra Rao Tehsil. 
371. Gangari: Pilakana TA, Kauriagunj Ta and LCs. 13-Juralai Hera singh, 
I4-Pilakana, 15-Kauriagunj, 16-Shahgarh, 18 Kasimpur and 19-Bhagosain 
Akrabad Paragana in Sikandra Rao Tehsil and Charra TA and Gangari 
Paragana in At6rauli Tehsil. 
372. Atrauli: Atrauli municipality and Atrauli Paragana in Atrauli Tehsil, 
and L.Cs, 6-Godha, 7, Kanaurli, 8-Chhalesar, 9-Ismailpur, 10-Ukhlana and 
12- Kalai in morthal paragana in Koil Tehsil. Hathras was in Aligarh district 
Lok Sabha seat in 1952 and in Aligarh Lok Sabhain 1957. 
The community wise breakup (QBE) in Hathras is Muslim (9%) SC(24%) 
Brahmis and Rajput around (9%) each Jats (6%) and Ahir Lodhs and Vaishy 
as around (4%) each, Gaderiyas are also present in some strength, Chamars 
(16%) and Balmikis (2%) are dominant among the SCs. 
ALIGARH: 
373. Aligarh, Aligarh municipality (excluding wards 1 to 4, 36 and 37). 
374. Koil (SC) wards: 1,2,3,4, 36 and 37 in Aligarh municipality and 
Harduaganj (TA), Jalali Ta and Koil paragana (excluding LCs 2-Satha 
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(part), 3-nogala part, 4-Auriha (part), 5- Kastali Bais, 6-Amrauli, 7-
Rathgawan, 43- Lodha, 44-Jurolidar 45-Marawal, 46- Bhankri Khas, 47-
Kalua, 48-Jangal Garhi abd 49-Tamkali) in Koil Tehsil. 
375. Iglas: Iglas Tehsil and LCs 3-Kaison, 4-Kera Satto and 5-Arhi in Khair 
Paragana in Khair Tehsil. 
376. Barauli: Khair Paragana (excluding LCs, 1-Dhoomara (part), 2-
Shiwala, 3-Kaisison, 4-Khera Sattoo, 5-Ami, 6-Birola, 7-Khair, 8-Balipur, 
9-Andla, 10-Nagla Radom 11-Umari, 12-Jamanka, 13-Ogipur, 16-Kasera, 
17-Ahrana, 18-Kinuhan, 19-Madhola (part). 21- Rasidpur Gorana (part) in 
Chandaus Paragana in Khair Tehsil, Barauli Paragana and Morthal Paragana 
(excluding LCs 6-Godha, 7-Kanuata, 8-Chhaleser, 9-Ismailpur, 10-Urhalana 
and 12-Kalai) LCs 2-Satha (part) 3-Nagola (part) 4-Auriha (Part), 5-Kastali 
Bais, 6-Amrauli, 7- Rathgawean, 43-Lodha, 44-Jiroli Dor, 45-Magrawal, 46-
Bhankri Khas, 47-Kalua, 48-Jangalgarhi, 49-Tamkali (Part) in Koil Paragana 
in Koil Tehsil. 
377.Khair- Khair TA: Jattari TA, Tappal Paragana and Chandaus Paragana 
(excluding LCs 10- Nagla Padam, 11-Umari, 12-Jamanka, 13-Ogipur, 16-
Kasera, 17-Jahrana, 18-Kinuhan, 19- Madhola (part) and 21-Kaisedlpur 
Gorana (Part) and LCs 1- Dhoomara (Part), 2-Shiwali, 6-Birola, 7-Khair, 8-
Balipur, 9-Anudala, 10-Jarara, 12-Bhanauh, 26-Resari, 27-Gomat, 28-Sofa 
(part) in Khair Paragana in Khair Tehsil. 
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Aligarh was in Aligarh District Lok Sabha seat in 1952. Tlie community 
wise break-up (OBC) in Aligarh is Muslim (18%), SC (24%), Jats (14%), 
Brahmis (13%), Rajput (7%), Vaishyas (6%), and Ahirs, Lodha and 
Gadariyas around (4%) each, chamars (17%) and Balmiki (2%) are dominate 
among the SCs. 
Religion wise breakup of population as per 2001 census (At District Level): 
Hindus 
Muslim 
Christians 
Sikh 
Jains 
Buddhist 
:2798313 
: 482073 
: 2937 
:5145 
:4092 
:3198 
and other religions and Persuasions 143, religion not stated 81, 
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CHAPTER- VI 
Aligarh Gramin Bank, Aligarh 
It was on 1906 that the Bank was founded as the Canara Hindu 
Permanent Find Limited. 
Shri Subba Rao Pai, was the founder of Bank at Mangalore a small 
fort of Kamataka state. The first balance sheet showed capital of Rs. 
50,000/- deposits of Rs. 42000/- and advances of Rs. 84000/-. In 1910 the 
name was change to Canara Bank Limited. In 1926 the first Branch at 
Karkala was opened followed by Cochin. In 1928 the Bombay Branch was 
opened. In 1985 it was third among 20 Nationalized Banks. It has more than 
2300 branches in the country, in addition to his overseas branch at London. 
The bank's credit card division secured in ISO 9002 certification and was 
awarded the Visa Banker of The Year during 1997-98 in recognition of its 
high quality service. Pursuing the market segmentation approach the bank 
today boasts of specialized branches for various clienteles segment such as 
NRIs, corporate, professionals, SSIS H-tech, agri-finances etc. In keeping 
with the needs of the changing environment the Bank has branch up and is 
implementing a comprehensive. It plans for providing Hi-tech services to its 
customers. The bank at present has 260 fully and 495 partially computerized 
branches. It also has 18 ATI9s out of which 12 are network across 
Bangalore and New Delhi. Besides, the Bank offers other technology based 
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serviced like tele-banking, customer terminals, etc. at many centres. The 
bank to its credit largest number of subsidiaries and sponsored institutions 
among Indians Banks, marking its emphasis on service diversification. 
The services provided by these institution includes leasing, merchant 
banking, venture capture, housing financed, factoring, software consultancy, 
asset management and dealing in government papers. Some fundamentals, 
on viable business a cum and unstirred commitment continues to provide the 
mines strength to the bank in order to make it a world class bank by the tern 
of the century. 
Canara's Bank's Founding Principles: 
1 .To remove superstitions and ignorance. 
2. To spread education among all to subsine the first principle. 
3. To inculcate the habit of thrift and saving. 
4. To transform the financial institution not only as the financial heart of the 
community but social heart as well. 
5. To assist the needy. 
6. To work with a sense of service and dedication. 
7. To develop a concern for fellow human beings and sensitively to the 
surroundings with a view to make change/remove harding a sufferings. 
Canara Bank, As Lead Bank of Aligarh District: The Canara Bank started 
functioning in Aligarh District by opening its branch on 24.9.1971 under 
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lead Bank Scheme this Bank was allotted 18 district through out the country 
including three districts in Uttar Pradesh viz, Agra, Etah and Aligarh. 
Reserve Bank of India's Rules and Regulation for Lead Bank Scheme: 
1. Reserve Bank of India has appointed Lead District Officer to ensure that 
the District Consultative meeting/Standing Committee Meetings etc. are 
conducted at a regular intervals. One Lead District Officer has been allotted 
to 3 or 4 districts. 
ii) Lead District officer should ensure his participation in all the 
DCC/standing Committee meetings. This creates a sense of awareness 
among participating agencies under Lead Bank Scheme. 
iii) Lead District officer should ensure that all the policies/guidelines issued 
by RBI are properly understood and followed by various participating 
agencies. 
iv) Should ensure that various returns introduced by RBI on implementation 
of District Credit Plan are submitted by participating banks well in time to 
RBI with copy to Lead Bank. 
v) Keep a Liaison with banks and government functionaries in the district. 
Responsibilities of Canara Bank as Lead Bank of the Aligarh District: 
Canara Bank has to shoulder the following responsibilities as Lead 
Bank of the district: 
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1) Shall be responsible for carrying out all the responsibility entrusted to the 
bank under the Lead Bank Scheme. 
2) Will function as a pivotal point between the bank branches functioning in 
the districts on one hand and government officials in the district and blocks 
on the other. Lead Bank should integrate the activities of different agencies 
engaged in the developmental task of the district. 
3) To convene District Consultative Committee and Standing Committee 
meetings. To record minutes of these meetings and take proper follow up 
action on the decisions taken in the meetings. 
4) To prepare periodically a review of performance of various participating 
institutions and present the same before DCC/Standing Committee meetings. 
This review will provide information on implementation of DCP, deposit, 
advances, priority sector advances, DRI advance and details of performance 
under various government sponsored scheme. 
5) Will effectively monitor the implementation of District Credit Plan and 
take such steps as necessary to collect the required information from 
participating agencies. To resolve the problem in implementation of District 
credit plan by taking up the matter first at district level and if not solved then 
at the state level regional level etc. 
6) To formulated district Credit Plan/annual action plans etc. as per the 
guidelines issued by RBL 
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7) To conduct evaluation studies from time to time on progress of various 
schemes operating in the district when directed to do so. 
ALIGARH GRAMIN BANK. ALIGARH 
The AHgarh Gramin Banki was estabhshed on March 1981, 
under section 3(1) of regional rural banks Act, 1976 and sponsored by 
Canara Bank, the lead bank of Aligarh district. The bank covering two 
district Viz. Aligarh and Hathras, have been set up by the joint efforts of the 
centre and the state government and commercial bank. The bank is 
categorized a scheduled bank, authorized to undertake of all banking 
transaction under section 5(B) of the banking regulation act 1949. The bank 
was inaugurated by Mr. Braham Dutt, finance minister of U.P. Government, 
Mr. A.K.S. Rao was the chairman of this bank. The first branch of the 
bank was opened on 9"^  April 1981 at Madra village. In the initial year there 
were 88 branches opened till 1985 during 1989, bank opened two area 
officer at Meetai and Goumat to strengthen the administrative power and 
increasing supervision of branches. The bank covered two districts 
comprising a network of 85 branches mostly in remote areas. In Aligarh 
district the bank has 59 branches and in Hathras district the bank has 26 
branches. During the year 1999-2000 the bank has merged 6 unviable 
branches with the permission of R.B.I./NABARD. 
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Classification of branches: 
Status No. of branches 
Rural 64 
Semi Urban 13 
Urban 08 
A.Capital structure: 
The bank was started with an authorized capital of Rs. 25,00,000/-
subscribe by shareholder. The following shares were allotted which are 
given below: 
Government of India 50% 
CanaraBank 35% 
Government of U.P. 15% 
Management and organization structure: 
The chairman and G.M. are deposited from sponsored bank for a term 
of three years, other staff are recruited by the bank itself from the open 
market. Total staff strength bank is 480 excluding sponsor bank staff. In 
addition to providing services to its officers and experts to the sponsored 
bank (RRB), in training of such personals, some sponsoring banks have set 
up separate training arrangement of regional rural bank staff. 
C. Board of directors as on 31'' March, 2001: 
1. Mr. D.K. Manchanda 
Chairman,Nominee of Reserve Bank of India. 
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2. Mr J.N. Sharma 
Manager 
Reserve Bank, Lucknow 
Nominee of NABARD 
3. Mr.R.A. Mishra 
District Development Manager 
NABARD Aligarh 
Nominee of Sponsor Bank 
4. Mr. N.R. Ramanujan 
District General Manager 
Canara Bank 
Regional Officer, Aligarh 
5. Mr. M.G.A. Mallaya 
Divisional Manager 
Canara Bank 
Head Officer- Bangalore 
6. Mr. G.C.Joshi 
Regional Officer 
D.I.F., Lucknow, 
7. Mr S.N. Dubey 
Chief Development Officer, Aligarh. 
Chartered Account 
M/s Gupta Varshney and Company, Aligarh 
Area Manager. 
17.Mr. Suresh Singh 
A.O. Hathras. 
9. Mr Anil Gupta 
A.O. Khair 
10. Mr Raj Pal 
A.O. Aligarh 
Head officer Organization: 
1. Mr. D.K. Manchanda 
Chairman. 
2. Mr.R.K.Katyl 
General Manager. 
3. Mr. V.K. Jaiswal 
Senior Manager 
PM and HRD Section 
4. Mr. Rajesh Sharma 
Senior Manager ,P and D Section cum CM's Section 
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5. Mr. S.K. Gupta 
Senior Manager 
R and F Section 
6. Mr. R.B. Maheswari 
Senior Manager 
IC and IF Section TME Cell 
7. Mr G.K. Dixit 
Senior Manager 
CM and Section. 
OBJECTIVES: 
The main objectives of the Aligarh Gramin Bank: 
i) To provide banking facility including credits at cheaper rale and 
easily to weaker section of the society viz. small and marginal 
farmers, landless laborers, rural artisans and small businessman so as 
to develop agriculture trade, commerce industry and other 
productive activities in the rural areas. 
ii) To work with low cost and with local staff in local language. 
iii) To participate in government sponsored development scheme for 
betterment of weaker section of society. 
iv) To provide loans, equity or both to risky ventures using untreated 
technology and or companies, or existing companies for balancing, 
modernization or expansion. 
v) To provide equity finance to the entrepreneurs without capacity to 
mobilize capital and collateral trying to set up innovative projects 
which holds promise for future growth and have direct or indirect 
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impact on poverty alleviation, with preference to business 
concentrating in information and communication technology and 
bio-engineering 
vi) To assist in management buy in or by out of existing companies 
needing finance and management support provided that activities 
products of such companies are society desirable and bring benefits 
to the poor. 
vii) To promote or develop enterprises having prospects for export or 
import substitution that with use indigenous raw materials, provide 
extensive employment to the rural poor and help up grade the skill 
of the rural or urban poor. 
CREDIT SCHEME ELIGIBLE BORROWER: 
The objective of the bank is to extend credit to small farmer, landless 
labourers, marginal farmer, rural artisans and small businessmen by meeting 
their credit needs for productive activities. A regional rural bank can finance 
only to the following category of borrowers before taking up any application 
to the manager should satisfy that the applicant is eligible to borrow from the 
bank. 
i) Landless Laborer: Landless laborer are agriculturist without owing any 
land but have a home in the village daring more than 50% of wage income 
from agriculture operation. 
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ii) Marginal Farmer: 
Cultivators having holding up to 2.5 acre of rained land and 1.25 acre 
of iiTigated land are called marginal farmer. Small farmer and marginal 
farmer separately defined because the government offers subsidy to them at 
different rate. 
iii) Small Farmer: 
Small farmers shall means any farmer cultivating land period a 
predevelopment net return to family resources to such farmer any his family 
income is not exceeding Rs.l 1,000. 
ivXNational Bank for Agriculture and Rural Development: 
National Bank for Agriculture and Rural Development has translated 
the income ceiling for farmer into acreage ceiling for Aligarh districts. 
According to them a small farmer is a farmer cultivating irrigated land upto 
7.5 acres and rained land up to 8.5 acres. 
v) Others: Retailed traders small businessmen, rural artisans, professional 
and self-employed rural and cottage industries, unemployed comes under 
this category. 
They are also category borrowers provided their pre-investment 
income does not exceed Rs. 6.500 per annum. 
There are different types of loan sanctions for different purposes, they are 
i)Consumption loans ii) Crop loans 
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CONSUMPTION LOANS: 
Small/marginal farmer, landless labourers, weavers and other rural 
artisan are eligible to avail consumption loans. They should be borrowers for 
productive activities. 
i) Rate of interest shall be as advised by Head Officer time to time. 
ii) Disbursement can be made by crediting to the accounts of the 
borrower. 
iii) Repayment of the loan shall be in the monthly installment to be 
repaid within one year. 
iv)Loan should be covered under DILGE Scheme. 
CROP LOANS: 
Crop loan can be granted to service all farmers, residing with in the service 
area of branch. The applicant should not be adopter to any financial agency. 
Purpose: For meeting the cost of seasonal operation to raise crops, such as 
cost of seeds fertilizers, pesticides, irrigation etc. 
Rate of Interest: As advised by R.B.I./Head Office time to time. 
Security: upto Rs. 1000/- Personal Security of borrower 
(clean crop loan) 
Above Rs. 1000/- upto Hypothecation of crop apart from 
Rs.25,000/- security personal of borrower. 
Above Rs.25000/- i) Mortgage of loan 
ii) Coobligation of third party 
iii) Hypothication of crop. 
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F. Fund Management of Aligarh Gramin Bank(AGB) 
Ample attention was given towards managing the funds in judicious 
way. Keeping in mind the aspects of profitability and cost consciousness. No 
idle find was allowed to be dumped at branches.2 Head officer of AGB 
follows above vigorously with branches to minimize idle find. Some non-
performing assets adversely affect the profitability on one hand and 
development activities of the bank on the other. 
Poor recovery also effects the recycling of bank funds. Recovery is 
the need of the hour. In order to improve recovery and create awareness 
among the borrows branches. The bank are conducting recovery campaign 
every year during December-January and May-June. 
Recovery campaign have not only proved to be useful in recovery but 
helped in creating awareness among the borrowers about credit discipline 
also. For the recovery of agriculture finds the harvesting and marketing 
season of Rabi crop is good. 
INVESTMENT POLICY ADOPTED BY AGB: 
A bank exist to make profit. It is investment policy is therefore, 
mainly governed by the profit income. But a bank is a very sensitive 
institution and must always keep in view its own security. 3 
Profitability and safety are the two considerations governing a bank's 
investment, although it is not easy to reconcile than. If the bank management 
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is more keen making profits, it may invest its finds in lines which are highly 
remunerative but which may not be converted into each quickly when the 
need arise. 
On the other hand, if the bank is swayed only by safety 
considerations, it may not earn much profit because safe investments are 
generally not very remunerative. 
Banking investment policy is also good, but it requires more expertise 
in investment portfolio. Due to down fall of share market the time has come, 
when bank has invest its surplus finds into large scale SSI units, in rural and 
semi-urban area. Instead of financing 50 or 100 LLS units, bank should 
undertaking proposals i.e. above 10 lacs. Reduction in number of loans will 
definitely lighten. The number of advances and in turn lesser NPA will 
exposes with a view to improve the operational efficiency and profitability 
of RRBs, RBI permitted then during Jan. 95, to invest their non-SLR surplus 
funds to profitable avenues. These surplus funds were to be invested after 
meeting their target group and other service are obligations. The guidelines 
to be followed by the RRBs in this regard were as under. 
1. Permitted investment avenues: 
a) UTI, listed schemes 
b) Fixed deposits in profit making term lending financial institutions 
like IDBI, IFCI, ICICI and SIDBI. 
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c) Merchant banking subsidiaries/institutions 
d) Housing finance Co. like HDFC etc. 
e) Indira Vikas Patra. 
f) Any other security specifically prohibited by RBI/NABARD. 
The RBI further directed that sponsor banks shall advice their 
concerned RRBs regarding the choice of investment avenues till (RRBs) 
develop requisite technical expertise in the field of funds management. The 
investment decisions will however, be taken by the board of RRBs who shall 
be responsible for the overall management of their respective investment 
portfolio. 
As it is not practically possible for the board to meet as and when 
investment decision are required to be taken, it was directed by the sponsor 
bank that the board may constitute a committee with suitable powers to take 
the decisions for investments. The committee include the following: 
1. Chairman 
2. General Manager 
3. Senior Manager (Investment Section) 
4. officers dealing with Investment. 
Further, in order to enable the RRBs to board base their investment 
and to provide them further scope for profitable investment avenues. 
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accordingly, RBI control office. Mumbai issued detailed guide lines for 
RRBs as on Dec. 1996 are as under. 
1.RRBs may invest in shares and debentures of corporate and units of 
mutual funds upto 5% of the incremental deposits at the end of the preceding 
financial year including buying the shares (debentures) from the secondary 
market. 
2. No ceiling in regard to investment in bonds of: 
a) Public sector undertakings those fully owned by central/state govt, 
or in which central/state govt, has more than 50% equity holding. 
b) All India financial institutions (AIFIS) 
3. The investment should satisfy the single exposure norm. During Feb. 
1999, RBI, Mumbai permitted the RRBs to include the additional share for 
computation of "owned finds" for arriving at the single exposure unit. The 
owned finds include the following: 
a) Paid up share capital of the RRB. 
b) Profit and reserves of the RRB. 
c) Share capital deposit amount received for restructuring the RRB. 
The AGB has received an amount of 1771-91 lacs or share capital 
deposit from Central Govt. State Govt, and Canara Bank in the ratio of 
50:15:35 later on, RBI reduced the single exposure limit from 25% to 20% 
w.e.f. 1.4.2000 to have better control and restrict the exposure to a 
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reasonable extent. As on 3.3.2001 the single exposure limit of the Bank was 
Rs. 917,03 lac. The total investment of the bank as at the end of March 2001 
is Rs. 26806,95 lacs. 
BREAKING THE VICIOUS CYCLE OF POVERTY THROUGH 
MICRO CREDIT: 
The Gramin Bank is based on the voluntary formation of small groups 
of five people to provide mutual, morally binding group guarantees in lieu of 
the collateral required by conventional bank. At five only two members of a 
group are allowed to apply for a loan. Depending on their performance in 
repayment the next two borrowers can then apply and subsequently, the fifth 
member as well. 
The assumption is that if individual borrowers are given access to 
credit, they will be able to identify and engage in viable income generating 
activities simply procuring such as paddy hushing line making, 
manufacturing such as poultry storage and marketing of transport services, 
women were initially given equal access to scheme and proved not only 
reliable borrowers but astute entrepreneurs. As a result, they have raised 
their status lessened their depending on their husband and improved their 
homes and the nutritional standards of their children. Today 90% of 
borrowers are woman. 
Intensive discipline, supervision and servicing characterize the 
operation of the Gramin Bank which are carried by 'Bicycle bankers' in 
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branches units with considerable delegated authority. The rigorous selection 
of borrowers and their project by their bank workers, the powerful peer, 
pressure exerted on these individual by the group and the repayment scheme 
based on 50 weekly installment contribute to operational viability to the 
rural banking system designed for the poor. Savings have also been 
encouraged. Under this scheme there is provision of 5% of loans to be 
credited to a group find and is credited energy week to the fund. 
The success of this approach shows that a number of objectives to 
lending to the poor can be overcome it careful supervision and management 
are provided. It was thought that the poor would not be able to repay, in fact 
repayment rates reached 97%. It was thought that poor rural women in 
particular were not bankable in fact they accounted for 94% of borrowers in 
early 1992. It was also thought that the poor cannot save. In fact, group 
saving have prove as successful group lending. It was thought that the rural 
power structure would make sure that such a bank failed, but the Gramin 
Bank has been rapidly expanding. Indeed, from fewer than 15,000 borrowers 
in 1980. By the end of 1998, the number of branches in operation was 1128, 
with 2.34 million members in 38,957 villages. There are 66,581 centres of 
groups of which 38,957 are women. 
It is estimated that the average household income of Gramin Bank 
members is about 50% higher, than the largest group in the control village 
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and 25% higher then the largest group non-member in Gramin Bank 
Villages. The landless have benefited most followed by marginal land 
owners. This has resulted in large member of Gramin Bank members living 
below the poverty line, 20% compared to 56% for comparable non-Gramin 
Bank. There was also been shift from agriculture wage labour to self-
employment in pelt trading. Such a shift in occupational pattern has an 
indirect positive effect on the employment and wages of other agricultural 
waged laboures. What started as an innovative local initiative, a "small 
bubble of hope" has thus grown to the point where it has made an impact on 
poverty alleviation at the national level. 
Despite its highly successful credit program for the rural poor. Aligarh 
Gramin Bank has come to realize that its long term developmental objective 
requires establishing a mechanism to provide high volume risk capital. The 
Bank has encountered many ideal, technologies and approaches that can lead 
to business which are economically compelling and socially progressive and 
do not fell within scope of Aligarh Gramin Bank's initial objective of 
providing micro credit. 
Loan to the ultimate poor. These opportunities however do not neatly 
fit in with the regular program of the Bank. Borrowers lacks a small loan to 
enter a time tested will established business. Thus a mechanism becomes 
necessary to bank the commercially potential but uttered business and 
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manufacturing concern-yielding benefits for the destitute Gramin fund was 
established in 1994 to fill up the risk capital gap for the promising ventures 
that ensures good return on equity investments as well as direct and indirect 
benefit for the rural poor. 
1. FINANCIAL SERVICE OF AGB: 
1) DWCRA (Development Women and Children Rural Area). AGB 
finances for the development of women and children in the rural area, under 
this scheme they provide short term loans for the self employment of 
women. For rural children it provides pay for work scheme.4 
2) Major market technology upgradent fiind scheme: This services 
includes the fund management work of Gramin part of the work, Aligarh 
Muslim University, Aligarh. 
3) AGB provides funds for imparting crafts scheme: It provides small 
term loan to upgrade the self employment among the rural population with a 
scanty interest. It also helps in developing small-scale industries especially 
Khadi Gram Udyog. 
4) Gramin phone seva scheme: AGB recent fmaical services includes 
phone seva by escotel. It connects over 450 villages of U.P.(West) 
5) Financing infrastructure and service: It also helps in developing 
infrastructure of the rural area. It spent in developing roads, bridges canals 
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etc. of the rural areas for the poor. Farmers, so as to increase the cultivation 
of the rural areas. 
6) Food for work scheme: AGB financial services includes the food 
for work scheme. This scheme include for the rural masses who are below 
poverty line. This scheme helps in generating the employment of rural 
women, youths. 
7) Voluntary saving scheme: AGB promotes voluntary saving 
scheme. Under this scheme the meager amount of income is saved for the 
time of need. Involuntary saving scheme the villages gets the interest free 
money without knocking the door of the bank. 
8) Micro credit scheme: It basically implemented to remove the 
poverty among the villages. Under micro credit scheme it provides short-
term loans to the farmers for purchasing seeds tractors, or other machinery 
used in the agriculture sectors. 
9) Seed/grain assistance: AGB provides financial assistance in 
purchasing the seeds, fertilizers grain etc. to farmers. The amount is returned 
by the farmers after the production of the crops. 
10) Integrated insuSrance scheme(SEWA): This services include self 
employment women assistance, AGB spents 5% of their loans under this 
scheme, to promote self employment among rural women. Under integrated 
insurance scheme it gives insurance of crops, seeds etc. 
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11) TRYSEM (Training to Rural Youth for Self-Employment): AGB 
provides financial assistance for the training to rural youth for self 
employment. This centrally sponsored programme was started on IS'*" 
August 1979. TRYSEM programme is not in existence at present time 
because it has been merged with newly introduce programme namely Swam 
Jayanti Gram Swarozgar Yojna w.e.f April 1999. 
12) AGB also supply modem tools to the rural artisans as a part of the 
IRDP. The main objective of this plan is to make the mral artisans (except 
weaver, tailors, embroiders etc.) technically capable of improving the quality 
their products and increasing their production and income with the help of 
modem tools. 
13) April 1998: Test of mass marketing near Mareshi near Aligarh by 
AGB. 
14) Aligarh Mahil Mutan credit scheme: To provide loans to the small 
farmers so that they may use the modem techniques and adopt the intensive 
farming. 
15) Aligarh housing finances alliances and the urban poor. The 
objective of this scheme is to constmct houses for the poorest people. 
16) Farmers benefits out Aligarh horticulture scheme: It promotes the 
horticulture and provides financial assistance to the rural people for the 
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horticulture assistance under the Aligarh horticulture scheme. This scheme 
provides 62 lac loan to people in rural areas of U.P. 
17) Community development programmes was launched by the bank 
to increase the standard of living in rural areas. 
18) CHI4 programmes: Under this programmes 85 millions was 
distributed by the bank for the rural development in U.P. 
19) Annapura Yojna: Under this scheme Aligarh Gramin Bank 
provides food grain at subsidies rate of Rs. 2 per kg. of wheat and Rs. 3 per 
kg. of rice. 
20) Kisan Vikas Patra: Kisan Vikas Patra is the financial services 
which helps in promoting financial security among the farmers. 
PERFORMANCE HIGHLIGHTS OF BANK: 
1)The per branch business has risen from Rs. 539 lacs to Rs. 608 lacs, which 
is the highest amongst all RRBs sponsored by Canara Bank.5 
2) The per employee business has surged up from Rs. 95 lacs to Rs. 108 lacs 
which is also highest amongst all RRBs of Canara Bank. 
3) The net profit has gone up from Rs. 866 lacs to Rs. 1169 lacs registering a 
growth of 35% over previous years. 
4) The recovery percentage has improved fi-om 73.91% to 75.11%) by 
showing improved recovery under form sector. 
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5) The total reserves has increased from Rs. 2315 lacs to Rs. 2713 lacs at the 
end of the year. 
6) The market share in deposits is around 14.24% and in advances were 
occupy a market share of 21.57% in both the districts. 
7) The bank established a Gujarat Earthquake Relief fund wherein the bank 
employees contributed one day PL encashment a part from the banks donate 
of Rs. 51000/- total amount contributed by the bank was Rs. 374513/-. 
8) Bad and doubtful provision of Rs. 8892.62 has been made on Non-SLR 
investment (unit 64) during the year under audit. As on date total provision 
stands at Rs. 2468456.62. 
9) The bank had not accounted for interest income on investment of Rs.352 
lacs in NCDs with Core Health Care Ltd., Modem Syntex (I) Ltd. And 
Arvind Mill Ltd., Accrued during the year 2000-2001.6 
10) Non-SLR investments have been valued at cost price or market price 
whichever is lower. 
11) The bank recorded a growth of 18.43% in the business of the Bank 
against 9.3% in the previous bank. 
12) The bank has achieved all its commitments for deposits, advances profit 
etc. set in MOU. For the year 2000-2001. 
13) The bank deposit growth in the year was 17.37% against the previous 
year percentage growth of 10%. The absolute growth of Rs. 2971 lacs at the 
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end of previous year to Rs. 4380 lacs at the end of this year showing an 
absolute growth of Rs. 811 lacs 22.68%. 
14) The net profit of the bank has increased from Rs. 374.59 lacs to Rs. 
440.46 lacs 17.72% growth over previous year.7 
15) Two new scheme namely "Union Credit Card" and Margin Money 
scheme for Rural Industries were launched clearing the year the bank has 
taken lead amongst all the RRBs as for as the launching of union credit card 
is concerned. 
16) The bank has first time introduced the concept of self help group in the 
district and has not only promoted 385 HG but also given credit linkage to 
15SHGs. 
17) An in house magazine "Parijat" was introduced in the bank to increase 
the staff involvement. 
18) The bank is selection by the NABARD for RRBs as SHPIS experimental 
programme. The staff of the five selected branches has on their own 
promoted 38SHG. 
19) To develop the business of the bank and for self development the year 
1998-99 was celebrated as 'Vikas Varsha' and a service of activities were 
taken to develop, the business and image of the bank and to increase the 
involvement of the bank staff 
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20) Productivity level of the bank grew to the extent of Rs. 64.83 lacs from 
the previous year leve of Rs. 54.82 per employee (excluding messenger). 
21) Per branch business moved up from the level of Rs. 229.67 lacs as at 
March 2010 recording annual growth rate of 18%. 
22) The NPA level of advance has come down from 34% to 28% of total 
advance. 
SUGGESTIONS FOR MAINTAINING THE APEX POSITION OF 
ALIGARH GRAMIN BANK: 
Now days, the bank has to complete with all the private and public 
banks and with the multinationals banks. But it is felt that Aligarh Gramin 
Bank must reorient its policies for betterment. 
1) Aligarh Gramin Bank should attempt in the area of information 
technology and joint venture for the growth strategy. 
2) AGB should maintain the quality of women industrial times especially in 
brass and look industries in Aligarh—a socio psychology approach. 
3) It should promote self help informal saving and credit scheme in the brass 
and lock work industry of Aligarh. 
4) Complexity of bank loan system is the major cause of degradation of the 
bank. 
5) Bank should have strategy of its own to alleviate poverty in the rural 
areas. 
6) Bank should have the policy for the disabled rural people. 
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7) Bank employees lack the specific skill training so it should provides the 
workshop training to its employees to increase the working efficiency of the 
bank. 
8) Bank should also extend its services in the health and welfare section of 
the rural people. 
9) Aligarh Gramin Bank ensure 100% fulfillment of contractual obligation 
with customer in terms of delivery specification and quality. 
10) To improve the financial position of Aligarh Gramin Bank, the bank 
should try to recover its non-performing assist (NPA). 
11) Double burden should be intensified by the bank to promote and 
maintain the growth of the bank. 
12) Bank should try to upgrade its technology for the improvement of the 
work and to maintain the position in the today's banking sector. 
13) Aligarh Gramin Bank should promote it services in rural areas because 
small scale farmers lack assess to bank. It should provides flexible services 
to the rural people. 
14) Aligarh Gramin Bank should keep birds eye view on its inflow and 
outflow cash reserves. Imbalance will to financial crunch. It should try to 
decrease its performing assets. 
15) It should promotes household economy of low income families in 
Aligarh. 
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16) Proper management should be there. The managers should aware about 
the strategy of the bank and it should reduce the unskilled manpower. 
So Aligarh Gramin Bank to survive in today's banking sectors should 
keeps bird's eye new on the following above mentioned suggestions. 
OBSERVATIONS: 
i) Bank structure: Aligarh Gramin Bank till date is following the traditional 
organization structure.g It is felt that there should be a change in the 
structure. 
ii) Deposit: Total deposit of the bank increased by Rs. 10.05 crore from Rs. 
138.50 crore to Rs, 1445 crore growth rate of percent. This is because of the 
fact that Aligarh Gramin Bank has increased its saving bank, current deposit 
and term deposit. 
iii) NPA: Non performing assets is increasing every year. This is because of 
heavy lending without proper mortgage security. So if this trend continues it 
will difficult for bank to retain its profits. 
GROWTH: 
The bank recorded a grow1;h of 18.43% in the business of the bank 
against 9.3% in the previous year. 
M. CONCLUSION: 
Aligarh Gramin Bank with the division of Aligarh district and 
merging the eroded part of the district in adjoining district the area of 
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operation of the bank as now been distributed in two districts. The bank has 
proposed to open new branches as bank centre for which formahties are 
being completed. The bank has shown remarkable achievement in deposit 
mobilization in the year by registering a growth rate of 17% against previous 
year growth rate of 10%. The bank has given emphasis to low cost deposits. 
Continues monitoring and observance of 'Deposit Mobilization month' has 
resulted in achieving the MOV target of Rs. 200 crores. The absolute growth 
in deposits during the years users of Rs. 2971 lacs against the previous year 
growth of Rs. 1556 lacs. During the year the number of deposit account 
increased from 4,29,617 to 4,61,001 employee while deposit figure was 
increased to Rs. 42.62 lacs from 36.29 lacs. Efforts for animating resources 
were stepped up by availing more/timely refinance from NABARD and 
sponsor bank. During the year the bank has availed Rs. 720 lacs under 
various scheme of refinance, which was Rs. 50 lacs more than the refinance 
availed in previous year. The bank has launched two new credit scheme in 
the year namely 'Kisan Credit Card' scheme and 'Kvic margin money 
scheme for rural industries' total outlay of share was Rs.2078 lacs (37.10%) 
against which our bank disbursed Rs. 1298 lacs. The bank provided financial 
assistance of Rs. 428 lacs to 3957 families under IRDP. 
The banks credit deposit ration has increased slightly during the year. 
It has received to 21.83% from 20.90% in the last year. 
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CHAPTER -VII 
CONCLUSION: Finding and Suggestions: 
India lives in villages and nearly 5.73 lakh villages are in our country, 
which are the backbone of our economy. India is predominantly an 
agricultural country. Truly speaking rural character of India is so dominant a 
fact that almost all the activities of Indian people bear its stamp. The entire 
economy depends on it. 
The Indian agriculturists are backward inspite of the significant 
progress made during the last fifty years. The causes of such backwardness 
are: 
i) In adequate facilities of credit to farmers at proper time and in proper way, 
and ii) Natural calamities such as drought, floods etc. 
Credit is required for the purposes such as purchase of seeds, 
fertilizers, animals agricultural implements and to acquire new lands or to 
improve the existing lands of the farmers by irrigation, drainage, planting, 
payment of labour lost, payment of land revenue. Thus it is essential for the 
development of agriculture that adequate credit is made available to farmer 
at reasonable rates of interest at proper timings. 
Banking is an aid to trade and the most potent lever of economic 
development. Number of branches of commercial banks is an indicator of a 
nation's economic development and vice-versa. In India, banking network 
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has been widen over time. After nationalization of commercial banks in 
1969, more and more branches of commercial banks have been opened in 
villages and backward areas. All commercial Banks have opened their 
branches in the rural areas and the Regional Rural Banks have also come 
into existence. 
Keeping in view the importance of banking in rural areas, Regional 
Rural Banks were established in India during the year 1975. The Banking 
system in India, before the establishment of RRBs in 1975 was considered 
inadequate to provide finance to the priority sector (i.e. Agricultural sector) 
and also there were inadequate facility to mobilize the deposits in rural 
areas. Co-operative Institutions and commercial Banks did not pay 
reasonable attention to rural area. Hence the idea of RRBs was cropped up. 
In modem times the banks are to be considered not only as the dealers 
of money but as the leader in economic development their primary objective 
is to mobilize the savings and direct them in some productive channels. 
Basically they acts as a bridge, between those who require funds and those 
who have surplus funds but are unable to make an effective and productive 
use of them. Out of their saving they provide financial assistance to the 
agriculture and industry. Trade and commerce give a push to the 
development of the economy. 
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A number of studies have been conducted in our country on various 
issues or aspects of banking industry. Researchers have made a number of 
attempts to study the extent of variations in banking services at all India 
level. Most of the studies pointed out that imbalance in banking services 
have been minimized since nationalization. The present study is the pioneer 
study in which an attempt has been made to examine how far the RRBs is 
successful in lending the agricultural sector (specially in Aligarh District as 
Aligarh Gramin Bank. The rural sector, small scale industries education, 
other neglected and weaker sections of the society were fully deprived of 
financial assistance provided by Banks. As their motive of providing the 
financial assistance, was not governed by credit worthiness of purpose but 
by credit worthiness of persons. Such attitude of banks was basically 
responsible for widening imbalances among the regions which helped in the 
concentration of economic power in a few hands and in the creation of 
industrial and business monopolies. Banks were not being utilized in the 
national interest rather fiands of the banks have been used for the promotion 
of the business and industrial concerns of directors. Hence banks were 
lacking a sense of social justice the interest in the development priorities and 
the need for financing the economically weaker sections of the society 
whose credit worthiness is no doubt poor but their urge for development was 
very genine. Inspite of the fact that agriculture is the basic industry of the 
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country, was completely ignored. They remained indifferent toward the 
credit needs of the farmers and land improvement. Thus, it was realized that 
the banks are actually aggravating inter regional interstate and inter district 
imbalances. And such a policy of banking industry went against the welfare 
of the general masses resulting serious imbalances, neglecting priority and 
the weaker sections in the country. 
Even after large expansion of institutional credit, credit from private 
sources continues to be important in rural areas. Because it is easily 
available and comparatively more capable of meeting the immediate needs 
of the farmers but it is however, exploitative and carries a very high rate of 
interest. The institutional credit, on the other hand, is cheap and is usually 
used for productive purposes. As such, expansion of institutional credit on a 
large scale is imperative. No doubt, there has been an enormous expansion 
of institutional credit and Regional Rural Banks have especially tried to meet 
the credit needs of the farmers at their door steps in thee rural areas. 
The RRBs were established in October 1975 to bridge up the gap of 
the credit requirement of rural population and an Act relating to RRBs was 
implemented in February 1976. 
The main considerations in the setting up of RRBs were that (i)inspite 
of the impressive progress of the rural branches of commercial banks, there 
is no hope of their spreading to all un-banked pockets even in the course of 
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more than two decades, (ii) commercial banks suffer from two deficiencies 
in relation to rural credit i.e. lack of rural background and high cost structure 
of operations. In many cases employees of commercial banks do not want to 
work in rural areas. Thus the intention of the government in promoting 
RRBs was to combine the better features of the two different system viz. 
commercial banks and cooperatives, proving rural credit in the country, 
avoiding at the same time the disabilities that are inherent in them. The role 
of RRBs in comparison to other financial institutions has been satisfactory 
and the banks are moving towards their goal. 
Findings: 
In the present work apart from evaluating the performance of the 
RRB, an attempt has also been made to identify the credit lending to 
agriculture sector, specially in Aligarh District on the basis of primary and 
secondary Data. 
To find out the impact of loan on the borrowers, we used the random 
sampling method. We have collected the data of 100 borrowers from 
agricultural sector. To find out the impact of loan on agriculturist, we took 
Kasimpur and Amrouli branch of Aligarh Gramin Bank, Aligarh. we have 
prepared the questionnaire for agricultural field survey which is included in 
the thesis. To know the impact of loan, we have taken borrower's net income 
(before bon'owing the loan and Income after investing the loan) After 
226 
analyzing their income, we found that 70% borrower's income was 
increased and 30% borrowers were in loss. But they were in loss due to mis-
utilisation of their loan instead of farming. 
Our finding and suggestions are based on the results of secondary data 
and on the field survey. Aligarh Gramin Bank in the district are engaged in 
providing credit and other facilities for the purpose of development of 
agriculture, trade, commerce, industry and other productive activities in rural 
areas particularly to small and marginal farmers, agricultural labourers 
artisans and small entrepreneurs for matters connected therewith and 
incidental thereto. In addition the bank have also provided loans to finance 
the scheme of allied activities of agriculture such as storage, bullock carts, 
Horse/Mule carts, HeBuffalo carts, goat and sheep rearing, poultry farming 
dairy etc. 
Although after the establishment of Aligarh Gramin Bank in Aligarh 
District simultaneously with their growth in India they have made good 
progress in all fields and have contributed greatly in the development of 
rural areas in quantitative forms but they have to face several problems. 
The most significant problem before Aligarh Gramin Bank in the 
district is the recovery performance of loan which is far from satisfactory. It 
may be due to a number of willftil defaults, failure of a large number of 
borrowers to generate adequate income to repay the loans as projects in 
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many cases are not viable. Even if, projects are viable, they fail to generate 
adequate income because of reasons beyond their control such as natural 
calamities, floods, drought, crop failure etc. 
A major portion of the loan sanctioned by RRBs is influenced by 
political leaders and newly bom rural neo-capitalists and the loans are easily 
diverted towards the persons of their own choice who are in most of the 
cases, the upper income group. Bank officials for their personal gains 
cooperate with them willfully and as such the entire philosophy behind the 
establishment of RRBs has worked in the reserve direction. As a result 
development of the weaker sections through these banks and attainment of 
goal of social justice has remained. 
Another problem before Aligarh Gramin Bank is infrastructure 
facilities as they have to open their branches in those areas where facilities 
like transport, post office and telegraph are not available. Along with that the 
absence of educational and medical facilities in those places, drained and 
able personnel having knowledge of regional languages are not available. 
Hence maintaining contact with villagers is quite difficult. 
Competition with other banks is also one of the problems of AGB as 
under the programme for the improvement of banking facilities in the rural 
areas, the commercial banks are also operating through their branches in 
those areas. 
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The employees of Aligarh Gramin Bank in the District have the 
following problems: 
i) Disparity in salaries as compared to the employees in commercial banks. 
ii) Lack of residential facility together with basic facilities such as light, 
water at the place of posting. 
iii) Lack of comfortable furniture at the branch office. 
iv)Posting distant from the native place lack of courtesy on the part of 
seniors. 
The greatest irritant of the employees is the disparity of pay scales 
with those of commercial banks, which is a national problem. 
Finding of the Field Survey: 
We have surveyed 100 farmer. We have tried to find out the impact 
of bank loans on the borrowers. How much new income generated after 
investing the loan? How much they are benefited from the loan? The income 
increased after investing the loans of farmers but in some cases income does 
not increased. We find that the negative impact of loan was due to misuse of 
the loan amount i.e. they used borrowed amount for domestic purposes 
instead of investing the amount for farming. According to the report of field 
survey 70% farmers were benefited after investing the loan, on an average 
their income increased Rs.200 per month and Rs.2000 per annum. 
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Suggestions 
A number of experiments have been made in India for the fulfilment of rural 
economy and total development of the rural people. It is true that rural 
development depends on agricultural development and as such all activities 
need to concentrate on the agriculture front. 
A large number of small and marginal farmers and agricultural labourers 
have to depend on non farm activities for their economic viability, it can be 
said that the benefits from financial institution could not reach theses 
classes. There is need for a change in the power structure in the villages as 
otherwise the weaker section just cannot be effectively helped. It is common 
knowledge that the dominant class in the village manages to grab the chunk 
of benefits by virtue of their influence and bargaining capacity. In fact the 
need for spreading network more extensively in the rural area still remains to 
be achieved as a matter of top priority some more suggestions for evolving 
new strategy for commercial banks in the sphere of agricultural finance are 
as follows: 
Sanctioning of loans to Individual Borrowers 
Many difficulties in the implementation of credit schemes arise 
mainly due to the requirements of several certificates and documents and 
time consuming procedure some efforts are required in following other 
formalities to remove this bottleneck. 
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(a) Making land records up to date and issue therein, source of irrigation, 
taccavi loans given and other encumbrance are issued to all the cultivators. 
(b)Commercial banks should simplify and standardised their loan 
applications and documentation formalities with a view to reduce the 
number of required documents also to make the life of the documents longer. 
(c) Branch Manager should be powers to sanction individual loans under 
approved agricultural schemes. It is also suggested that branch managers 
should not normally be transfen*ed for a period of 3 to 5 years, as 
sanctioning of loans for various agricultural credit schemes required 
acquiring of fairly detailed knowledge of the particular rural environment. 
Insurance of Crop Loan: 
Another suggestion is that in case of crop loans, if crop fails due to 
failure of monsoon or flood etc or non-striking of water in case of loans 
given for constructing wells, the government should come forward to repay 
above loans or to bear at least 50% of the default. In a country like India, 
where agriculture is still a gamble in the monsoon, one very effective way to 
encourage back to provide increasing finance especially by way of crop 
finance is to introduce as expeditiously as possible crop insurance scheme in 
the district. 
Recovery of loans and over-dues:- Commercial banks have been taking 
several measures listed below to improve recovery of loans and reduce the 
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percentage of overdues. Some of the important measures taken by them are 
as follows: 
i. Adoption of area approach of lending particularly to supervise the 
utilisation of agricultural loan. 
ii. Tie up arrangements with marketing agencies 
iii. Timely reminding borrowers through personal contacts and also 
serving the demand notices in time. 
iv. More careful appraisal of loan applications. 
V. Instituting stem legal actions against wilful agriculturist defaulters. 
The expert committee of Reserve Bank of India (1978) has made the 
following recommendations to improve the recovery of agricultural loans by 
commercial banks. 
i. Appointment of special recovery officials by state governments to 
help commercial banks in the recovery of overdues. 
ii. Dues of the agricultural loans by commercial banks should be made 
recoverable as areas of land revenues. 
iii. Commercial banks should be allowed to dispose the securities without 
intervention of civil courts. 
iv. Government should be willing to purchase land given as securities by 
agriculturist borrows who happen to be wilful defaulters in case no 
purchaser come forward to purchase willingly land of wilful defaulters. 
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V. Introduction of Farm Pass Book with legal backing to eliminate the 
possibility of an agriculturist taking loan from more than one source. 
vi. Instituting crop insurance. 
vii. Agriculturist defaulters of commercial bank loans should be given 
taccavi loans or any other assistance by the state government. 
Thus in order to streamline the recovery process the researcher 
suggests the following important steps to be taken up on war footing by 
AGB officials which would definitely improve the functioning of the banks 
as the banks would become enable to provide financial assistance to the new 
beneficiaries in line. 
(a) The organisation structure, both at the controlling office and the field 
level, should be strengthened. 
(b)The approach to lending must be made schematic and balanced, keeping 
in view the various other inputs required to facilitate the optimum use of 
funds let out. 
(c)Pre- lending appraisal system, post lending supervision techniques and 
monitoring of credit should be toned up through improved system and 
training. 
(d) Recovery drives should be organised to coincide with harvests. 
(e) Recovery calls should be created for a cluster of branches for continuous 
and effective supervision. 
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(f) NABARD has asked banks to carry out a case by case analysis of over 
dues, which would help RRBs to know the causes of default and action 
desired. 
(g)RRBs should involve maximum guarantee of DICGC for their advances. 
Agriculturist should be trained :-
In tackling the problems of borrowers, educating the borrowers, 
educating the borrowers in the discipline, which must be the basic 
requirement of any institutional credit, is absolutely necessary-. It is 
suggested that in order to enable agriculturist to plan their house hold 
economy properly they should be trained in elementary rural economics, this 
is the work which the extension service should undertaken by holding short 
courses so that agriculturist get elementary lessons in rural and agricultural 
economic and are kept informed of all the facilities by way of loans etc., 
which are being made available to them for rural reconstruction. This work 
of educating the vast number of agriculturist in household, rural and 
agricultural economics should be undertaken jointly by the Government 
Panchayat Samiti, School and Colleges and Banks. 
Co-ordination between commercial banks and co-operatives. 
In the new situation, co-operative banks and commercial banks are 
both operating in the agriculture sector, both can perform their work to 
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achieve one and the same aim and there should not any type of conflict. 
They should have to operate as complementary to each other, each sector 
supplementing activities of the other sector. This is possible because co-
operative bank has extensive organisational structure and local knowledge 
and feel of the local and agricultural problems and have also experience in 
the field of rural finance, but they suffer from certain defects such as weak 
financial base, inadequate coverage, less qualified staff, predominance of big 
land holders on the management, political pressure and so on. 
The purpose of such co-ordination should be create a widespread and 
progressive financial institutional base at village level so that direct contact 
is established between institutional credit agencies and potential rural 
borrowers and maximum local savings are mobilised to provide timely and 
cheap credit to the needy borrowers. Such co-ordinations could be possible 
between the two, on geographical basis and functional basis, commercial 
banks have failed to penetrate and make any worthwhile impact. There 
should also have to be co-operation on the functional front to avoid 
overlapping and duplication in banking and financing business, co-
ordination can also be aimed in the field of evolving suitable policies, for 
providing credit facilities and in suitable banking procedures. 
Deposit Mobilisation in Rural Areas: 
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Banking means the accepting for the purpose of lending or investment 
of deposits of money from public repayable on demand or otherwise and 
withdraws by cheque / draft order or otherwise. Thus deposits are like blood 
to the life of banks. Their other activities are chiefly dependent upon the 
deposits. Mobilisation of deposits forms an integral part of the development 
process. Bank deposits have a functional relationship with economic growth 
of the country. More bank deposits means more bank credit and more bank 
credit facilities, production efforts, which in turn stimulate economic 
growth. 
Presently, banks major responsibilities are to mobilise the rural and 
urban savings from the small pockets of the people and divert these into the 
production outlets. Commercial banks deposits have been still urban 
oriented. In rural areas a large portion of savings is in the form of real 
assets. Rural people save in the form of land, gold and silver. They think that 
savings in these forms are more profitable than savings in the bank deposits. 
Vast numbers of savers are illiterate, ignorant and prejudiced against new 
ideas and values. It required much concentrated efforts to make them aware 
of modern institutions. Their savings habits should be changed. Deposit 
Mobilisation policy should be directed towards increasing the values of 
deposits and to tap larger savings form rural and semi-urban areas. Deposits 
should grow both quantitatively and qualitatively. The qualitative growth is 
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the result of the increased percentage of the rural bank deposits in the total 
bank deposits. 
Aligarh Gramin Bank, Aligarh should provide adequate and timely 
credit with the maximum possible simple methods, at reasonable rates of 
interest, consumption loan should also be made to check diversion of a large 
part of credit for productive purposes. Credit provided by the RRBs must be 
enough as to enable the rural artisans to be free from the clutches of ruthless 
moneylenders. A Proper credit plan and co-ordination of efforts are required 
from other credit agencies. 
Advance of loan is generally made on credit worthiness of the 
borrowers. It should be made according to the purpose and follow up actions 
must be taken in order to enable the borrowers to repay the loans. And the 
farmers should be given facility of repaying loan in instalments. Schemes for 
providing subsidies to rural artisans may also be formulated to upgrade 
production. An expert committee should be set up to go into details of the 
problems faced by the farmers and to make recommendations for their 
solution. An easily accessible body may also be set up at local level to 
provide technical guidance, supervision and direction to farmers in matters 
like use of tools, production, techniques and marketing mechanism. 
Theses efforts may remove to a large extent may of the problems of 
the farmers and may lead to their prosperity. Yet there may be lack of 
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intensiveness and motivation in the absence of a reasonable body which may 
ensure regular supply of inputs, finances and marketing facilities for the 
produce of farmers. It will provide the benefits of large scale operations on 
the one hand and check wastage or credit on the other. It will also help the 
RRBs and the financial institutions in making advances and in taking follow 
up actions. 
To streamline the lending operations of AGB of the district, following 
steps may be taken. 
i. In view of the economic backwardness and vast tracts of land under 
the district, each district in the state / region should have one RRB, the 
"local limits within which the Regional Rural Banks shall operate" should 
not exceed one district. It is, therefore, necessary to incorporate separate 
RRBs by bifiircating the two district RRBs and trifurcating the three district 
RRBs. 
The Reserve Bank of India should make such a policy that in the rural 
areas where the RRBs branches are operating, other commercial banks 
should not be allowed to open their branches because the rural banks only 
play a good role in the development of rural areas. 
ii. The policy of the branches should be intensive financing in the areas 
of operation covering the maximum number of eligible borrowers. This will 
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enable the branches to create an impact of their lending operations and 
contribute significantly in bridging the credit gaps in the areas. 
iii. By adopting area approach as against scattered lendings, the branches 
can cover maximum eligible borrowers. The branches should not go beyond 
their area of operations and should confine lending activities only to villages 
allotted or adopted by them. 
iv. For identification of the eligible borrowers, the Manager / Field 
Supervisor should visit the place of the borrowers to assess the technical 
feasibility and economic viability of the proposal. In the identification of the 
borrower he is expected to act honestly. 
V. In the case of all IRDP loans, a certificate to the effect that the 
beneficiary (with full address) identified falls under the category of small 
and marginal farmer, agricultural labourer and rural artisans. They are 
eligible for subsidy from 25% to 33% under IDRP, and the concerned Block 
Development Officer should give it. Apart from this, his serial number in the 
IDRP register maintained at block office should be furnished clearly, 
vi. The farmers must be motivated and educated to realise the fact that 
repayment of loan is in their own interest as it will enable RRBs (AGB) to 
provide more credit to them. It will help to check the wilful default, which is 
rampant today. 
239 
vii. Attempts should be made to involve more and more people at the 
village level itself in identifying beneficiaries for advancing loans and in 
follow-up actions in order to avoid pressure of local leaders who usually 
investigate farmers against the loan repayment. 
viii. For the recovery of loans, steps should be taken by adopting special 
recovery operations substantially with the co-ordination, co-operation and 
assistance of the NABARD, and respective sponsor banks. Several loan 
recovery camps may be organised at village or panchayat level, soon after 
the harvesting i.e. during the period when farmers may be expected to have 
money for repaying the loans. 
ix. The process of recruitment and selection as in past should be reverted. 
In case of officer, the present practice should continue. 
Clerical staff should be recruited from the same district(s) or a district in 
contiguity thereof to maintain the local character of RRB 
Training period should be of not less than four to six week's duration. 
Emphasis should be laid on making the employees aware of their 
responsibilities in areas of rural development. 
The programme should be made more enlightened and interesting. The 
course content must include rural orientation, moral values, highlighting the 
principles such as "service is God", "work more sincerely without expecting 
fruit of action", "Efficiency in Karma is true Yoga" etc. The methodology of 
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training should not be only lecture-oriented. It must include group 
discussions, seminars and audio-visual aids. Resource personal should be not 
only experts but also preceptors with perfect delivery-skills and oratory 
power. 
A few posts of heads of departments such as Personnel Manager and 
Incharge Technical Monitoring and evaluation demand special 
qualifications, skills and experience. It is, therefore, essential to recruit 
officer ton such posts with special qualifications, such as diploma in 
Personnel Management (in case of Personnel Manager) and graduate in 
agricultural science. Appointees on such posts must be allowed a separate 
identity. 
X. The question of salaries at par with those of commercial banks 
pertains to the RRBs in the whole country. All India RRBs Employees 
Union, of which almost all the employees of RRBs in the state region and 
members has already taken up the matter with Government of India. 
The problem of residential facility is connected with job specification of 
RRB staff and they should not have any problem to share the difficulties of 
proper residential facilities and other amenities of life. What RRB can do is 
the depute an officer from H.O. for a day or two in a month at every branch 
Head Quarter to sort out the difficulties of employees by using his good 
office. 
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RRBs are required to lie their branch office in manner, which may be 
consonance with rural set up. The functionaries at the rural branches should 
be provided with suitable office furniture, gaddis, cushions etc. to give the 
office assemblance of rurally. 
Officers of RRBs should cultivate habits of courtesy to their sub-
ordinates. Unlike governmental bureaucracy, they must not be status 
oriented, rather they should be work oriented and be equally courteous to 
their staff as well as to the customers. 
xi. In respect of the better counter service, RRB is expected to give a 
local feel, a feeling of belongingness to the borrowers. This could be done 
by courteous behaviour and service-with-a-smile-attitude of bank staff RRB 
staff has yet to develop such attitude. 
Inviting catchwords and slogans such as "We Welcome You", "You 
are Our Valuable Customer", "RRB is Bom For You and Live for You" and 
should be displayed at every branch office. 
Proper sitting arrangements for customers should be made at the 
branch office. Customer complaint box should be placed at each branch with 
a 'notice' above it, "Please Put Your Complaints in the Box here under". 
Aligarh Gramin Bnak, Aligarh has received complaints through the schemes 
of customers-complaint box at the branches as well as head office, which are 
dispose off appropriately. 
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xii. It is necessary to place the branch staff at a place, which should be in 
no case be more than 20 Km from the employees native place. 
xiii. The tendency of running in loss continuously is not suitable for these 
banks, therefore, they should reduce their losses in any case and try to earn 
profits. For this, the researcher suggests the following guidelines for the 
RRB (i.e. Aligarh Gramin Bank, Aigarh) officials :-
(a) Losses are function of excessive expenditure in comparison to income. A 
major portion of expenditure of RRBs, pertains to salary bills for redemption 
of RRBs from NABARD and sponsor bank should reimburse on 50 - 50 
basis, the total expenditure on salary head of the head office of each RRB, 
till the time the RRBs over passed the crises. 
(b)RRBs should be allowed loose rope to extend 20% of advances on 
commercial basis on interest rate matchable with those of commercial banks. 
(c) RRBs should be allowed to diversify and enlarged their activities, such as 
Draft facility on inter RRB basis in the region and other relevant jobs. 
(d)The funding of branches should be properly managed, as they don't feel 
tired in this respect. 
Inspite of a set back manifested in recurring losses, RRBs are expected to 
play a vital role in the new strategy in the rural credit designed to serve 
every village in the country, together with other commercial banks, "under 
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the proposed dispensation each bank branch in the country will have a 
designated service area" in the neighbourhood of the branch. 
"As district level organisation they can be trusted to take banking closer 
to the rural households and ensure effective supervision over the end-use of 
credit." There should be no doubt that RRBs (Aligarh Gramin Bank, 
Aligarh) have a promising future as an effective instrument in the economic 
growth and upliftment of the never-cared-for and downtrodden section of 
India society particularly in rural areas. Let us wish God speed to RRB 
movement in India in general and in Aligarh District in Particular. 
Conclusion 
After taking direct interviews of the borrowers and discussion with the 
bank employees, with each to this conclusion that RRBs has certainly played 
very strong and positive role in financing agricultural development in the 
economy. We have no hesitation in saying and proving that RRBs is pioneer 
in financing to agricultural development. 
In case of Aligarh we have examined that Aligarh Gramin Bank, Aligarh 
has played a very positive role in financing agricultural sector. Inspite of the 
positive role which is played by Aligarh Gramin Bank, Aligarh we can say 
that the working of the bank should improve and timely & adequate quantity 
of loan should be granted to the needy farmers, so that it may be utilised 
fully to achieve the target. On the other hand the recovery procedure of the 
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loan should be more effective and easy. The insurance schemes of the crops 
should also be implement effectively. The procedure of lending to the real 
beneficiaries should be easy and lengthy procedure should be avoided to 
help the farmers for achieving the real goal. Working of the computer should 
be effective. Bank should have some computer engineers to ensure the 
smooth functioning of computer system. If all the banks have computer 
system lending borrowing and repayment position available at fingertips at 
every time of need. If there is a problem of electricity then there must be 
electric generator in every bank. We hope that after adopting the above 
measures RRBs which is very helpful to the farmers will be more helpful 
and fruitful for the betterment of the producers of agricultural sector and 
production and demand of the good in agricultural sector increased and we 
will be able to achieve our target of economic development and welfare of 
the people. 
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QUESTIONNAIRE FOR BORROWERS 
Title of the Research Role of Regional Rural Bank in 
Agriculture Development with 
reference to Aligarh Bank 
Researcher Miss Nighat Parveen 
Purpose of Questionnaire To elite relevant information 
regarding borrower's reactions 
1. Please give answers to all the questions 
fearlessly. Your answer shall be kept secret 
& they shall be used only for research 
purpose 
2. Put a tick mark ( / ) where choices are 
given 
1) Name 
2) Father's name 
3) Profession 
4) Literate/Illiterate 
5) Educational Qualifications: 
a) Primary r. 
b) Middle 
c) Matric 
d) Degree 
e) Post Degree 
f) Others 
6) Monthly Income 
7) Members in the family No. 
Number of earning members in the 
family 
8) Reason for taking loan 
a) Un-employment 
b) Low productivity due to lack of capital 
c) Expansion of productive activity 
d) Domestic use 
9) How long did it take to get the loan 
amount after submission of application 
10) Amount of sanctioned loan Rs. 
11) Amount paid by Bank in casii Rs. 
2 
12) Objective of the loan 
a) Domestic consumption 
b) Crop 
c) Agriculture implements 
d) Cottage Industry 
e) Small Scale Industries 
f) Camel/Bullock/Donkey cart 
g) Animal Husbandry 
h) Dairy development 
i) Expansion of old business/Industry 
j) Self employment 
13) Difficulties in obtaining loan 
a) Had to visit the Bank Office again & 
again 
b) Unfamiliarity 
c) Sarpanch was against you 
d) Non-availability of Surity 
e) Illiteracy 
0 Others 
14. Suggestions for removal of difficulties 
a) Application form should be available at 
Panchayat Office 
b) Attestation formalities should be done 
only by ward member 
c) Loan should be sanctioned once only 
d) The procedure should be simplified 
e) Status quo should be maintained 
f) When did you get the loan: 
Date 
Month 
Year 
15) Name / Branch of the Bank 
16) Have you repaid the loan Yes/No 
17) What is the rate of interest on the loan? 
18) Monthly income before availing the 
loan RRB(Aligarh Gramin Bank) 
Rs. 
19) Tick mark the suggestions for the 
alleviation of rural poverty you would like 
the RRB (Gramin Bank) to adopt 
a) The amount of loan under different 
schemes should be increased 
3 
b) The amount of Govt, subsidy should be 
increased 
c) The loan procedure should be simplified 
d) Recovery should be rigorous 
e) The Govt, should extend full help to 
RRBs (Gramin Banks) in advancement & 
recovery 
f) The financial position of RRBs (Gramin 
Bank) should be strengthened 
20) After utilization of loan, production of 
agriculture increase or not 
If increased, then %age increase 
21) After utilization of loan the income of 
the borrower increase or not 
If increased, %age change yearly. 
